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Abstract 


This  report  analyzes  the  U.S.  professional  services  market  from  1990 
through  1995.  Data  include  user  expenditure  forecasts,  vendor  ranking, 
and  merger-and-acquisition  activity.  Market  growth  estimates  are  also 
provided  for  16  vertical  sectors. 

The  professional  services  market  is  segmented  into  three  sub-modes: 
consulting,  software  development  and  education  and  training.  Each 
sub-mode  is  analyzed  and  forecasted. 

This  report  presents  the  issues,  trends  and  key  events  affecting  the  profes- 
sional services  market  and  identifies  new  and  emerging  strategies  and 
opportunities.  The  report  contains  98  pages  and  56  exhibits. 
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Introduction 


This  report  is  part  of  a  series  of  market  analysis  reports  written  each  year 
by  INPUT  on  the  key  sectors  (delivery  modes)  of  the  U.S.  Information 
Services  Market.  The  delivery  modes  analyzed  during  1990  are  as 
follows: 

1.  Applications  Software  Products 

2.  Tumkey  Systems 

3.  Processing  Services 

4.  Systems  Software  Products 

5.  Network  Services 

6.  Professional  Services 

7.  Systems  Integration 

8.  Systems  Operations 

The  first  six  delivery  modes  are  covered  in  reports  included  as  part  of 
INPUT'S  Market  Analysis  Program  (MAP),  a  planning  service  for  infor- 
mation services  vendors.  The  other  two  delivery  modes  are  covered  in 
market  analysis  reports  included  in  INPUT'S  systems  integration  and 
systems  operations  programs. 


This  report  analyzes  the  professional  services  sector  of  the  U.S.  informa- 
tion services  market.  The  report  assesses  trends  and  events  within  the 
U.S.  economy,  the  U.S.  information  services  market,  and  the  professional 
services  delivery  mode  to  provide  the  reader  with  a  comprehensive 
foundation  for  understanding  this  market  sector  and  for  anticipating 
future  directions.  The  report  also  offers  insights  into  the  relation  between 
the  professional  services  and  systems  integration  delivery  modes. 

The  report  includes  five-year  forecasts,  assessment  of  market  drivers, 
analysis  of  competitive  trends,  and  identification  of  leading  vendors. 
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Purpose  and 
Organization 


1.  Purpose 
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The  report  provides  readers  with  insights  and  information  that  will  help 
them: 

•  Review  the  forces  shaping  the  market 

•  Develop  internal  corporate  financial  projections 

•  Identify  new  markets  and  product  and  services  opportunities 

•  Assess  the  competitive  trends 

•  Determine  potential  market  directions 

•  Assist  in  prioritizing  investments 

2.  Organization 

This  report  is  organized  as  follows. 

•  Chapter  II  -  Executive  Overview,  summarizes  of  the  research  analysis, 
conclusions,  and  recommendations  of  the  report. 

•  Chapter  HI  -  General  Business  Climate,  provides  an  overview  of  the 
business  climate  within  the  U.S.  information  services  market  and  the 
professional  services  delivery  mode. 

•  Chapter  IV  -  Market  Forecast,  provides  a  comprehensive  look  at  the 
specific  delivery  mode  and  submodes,  the  five-year  1990-1995  fore- 
casts, and  an  assessment  of  the  forces  driving  this  market  sector. 
Where  appropriate,  the  forecasts  are  presented  by  vertical  and  cross- 
industry  markets. 

•  Chapter  V  -  Issues  and  Trends,  discusses  the  issues  and  trends  that  are 
most  critical  to  this  delivery  mode  for  both  the  immediate  and  long 
term. 

•  Chapter  VI  -  Competition,  identifies  the  leading  vendors  and  assesses 
the  key  competitive  trends  within  this  delivery  mode.  Profiles  of 
vendors  which  exemplify  the  competitive  trends  are  also  provided. 

•  Chapter  VII  -  Conclusions  and  Recommendations,  provides  conclu- 
sions and  recommendations  and  identifies  opportunities  for  the  infor- 
mation services  vendors  active  in  or  considering  entering  this  delivery 
mode. 

•  Appendix  A  -  Definitions,  defines  the  terms  used  throughout  INPUT'S 
market  analysis  work. 

•  Appendix  B  -  Forecast  Data  Base,  summarizes  the  forecast  for  this 
market  sector  and  reconciles  the  current  forecast  with  the  1989-1994 
forecast. 
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Scope  and 
Methodology 


1.  Scope 


This  report  addresses  the  U.S.  information  services  market  for  the  profes- 
sional services  sector  (delivery  mode).  It  includes  user  expenditures  that 
are  noncaptive  (generally  available  to  vendors).  Many  large  organiza- 
tions have  portions  of  their  information  services  requirements  satisfied  by 
internal  divisions.  The  resulting  expenditure  is  not  available  for  competi- 
tive bid  by  the  general  vendor  community  and  is  not  included  in  INPUT'S 
projections.  The  noncaptive  distinction  is  important  and  is  addressed  in 
more  detail  in  Appendix  A. 

a.  Information  Services  Industry  Structure 

Exhibit  I-l  defines  the  structure  of  the  information  services  industry  as 
used  by  INPUT  in  its  market  analysis  and  forecasts.  The  market  consists 
of  eight  delivery  modes,  each  of  which  contains  a  number  of  submodes. 

•  INPUT  develops  a  five-year  forecast  for  each  of  the  submodes  listed. 

•  The  following  delivery  modes  are  forecasted  on  a  vertical  industry  and 
cross-industry  basis — applications  software  products,  turnkey  systems, 
processing  services,  professional  services,  systems  integration,  and 
systems  operations. 

•  The  systems  software  products  and  network  services  delivery  modes 
are  forecasted  for  the  U.S.  market  as  a  whole. 

For  a  more  complete  discussion  of  INPUT'S  information  services  indus- 
try structure  and  terminology  please  refer  to  Appendix  A,  Definitions. 
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b.  Delivery  Mode  Description 

The  structure  of  the  professional  services  market,  as  shown  in  Exhibit  1-2, 
is  composed  of  consulting,  software  development  and  education  and 
training  sub-modes. 


EXHIBIT  1-2 
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Professional  services  vendors  market  consulting,  software  development, 
and  education  and  training  services  alone  and  in  combinations.  There  are 
also  vendors  that  only  market  selected  functions,  such  as  documentation 
or  conversion  services,  or  just  one  of  the  primary  services,  such  as 
training. 

•  Professional  services  may  also  be  delivered  as  a  component  of  the 
systems  integration  or  turnkey  systems  delivery  modes.  The  expendi- 
ture for  these  services  are  part  of  a  larger  expenditure  and  are  not 
included  as  part  of  the  professional  services  delivery  mode.  Such 
expenditures  are  included  in  the  respective  systems  integration  and 
turnkey  systems  delivery  modes. 

•  Professional  services  sold  in  conjunction  with  processing  services, 
network  services,  or  software  products  are  included  in  the  definition  of 
the  professional  services  sector. 

2.  Methodology 

input's  methodology  for  market  analysis  and  forecasting  is  summa- 
rized in  Exhibit  1-3.  As  in  past  years,  INPUT  has  continued  the  process 
of  surveying  information  services  vendors  to  determine  their  U.S.  infor- 
mation services  revenues,  information  systems  organizations  to  deter- 
mine their  expenditures  and  outside  services  acquisition  plans,  and 
interviewing  vendors  a  second  time  to  understand  their  views  of  the 
market  opportunities  over  the  short  and  longer  term. 
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EXHIBIT  1-3 


INPUT  Research  Methodology 


Base  Year  Survey  Calculations 


Vendor 
Surveys 


Universe 
(20,000  Vendors) 


500  Vendors 
1987,1988  Revenues 

-  Growth  Rates 

-  Vertical  &  Cross-Industry 
Markets 

International  Dollars 
Captive  Dollars 
Acquisition  Dollars 
Calendarizing 


>  $10  Million  Revenues  &  Firms 
$.25  - 10  Million  Revenues 
<  $.25  Million  Revenues 


22  VerticaPN, 
&  CI  Market^ 


-  Retail  Software  Sales 

-  Inter-Industry  Transactions 
VARS 


Budgets 
Spending  Plans 

•  Teclinology  Needs 
■  Applications 

•  Driving/Inhibiting  Forces 


5-Year 
Forecasts 
Reports^ 


-  Economy  (Macro) 

-  Economy  (Micro) 

-  Technology  Impact 

-  Markets  (22)  Analysis 

-  Vendor  Consolidations  and  Strategies 

Markets  vs.  Delivery  Modes 
Prior  Years 
Other  Segments 


■  Overview 

•  7  Delivery  Modes 

■  22  Vertical/CI  Markets 
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input's  annual  forecasting  process  is  broken  into  two  major  parts — - 
base-year  expenditure  calculations  and  market  forecasts.  Each  is  briefly 
described  below. 

a.  Base- Year  Expenditure  Calculations 

•  INPUT  determines  previous-year  information  services  revenues  for  the 
eight  delivery  modes  and  23  vertical  and  cross-industry  sectors  for 
hundreds  of  vendors.  This  is  accomplished  through  interviews,  use  of 
public  data,  and  INPUT  estimates. 

•  The  initial  data  is  projected  to  represent  the  entire  information  services 
market. 

•  Adjustments  are  made  to  eliminate  duplications  due  to  distribution 
channel  overlap  and  to  assure  captive  information  services  expendi- 
tures are  not  included. 

•  The  result  is  a  base-year,  1989,  user  expenditure  for  each  of  the  23 
vertical  and  cross-industry  sectors  and  the  8  delivery  modes. 

b.  Market  Forecasts 

•  In  the  forecasting  step,  INPUT  surveys  information  systems  executives 
to  determine  their  projected  expenditure  levels,  both  in  aggregate  and 
for  each  of  the  outside  information  services  categories. 

•  In  addition,  a  second  set  of  vendor  interviews  is  conducted  later  in  the 
year  to  obtain  an  understanding  of  how  key  vendors  view  the  market 
and  its  opportunities. 

•  The  result  is  a  five-year  forecast  for  each  of  the  23  vertical  and  cross- 
industry  sectors  and  the  8  delivery  modes. 

To  complete  the  process,  INPUT  reconciles  its  new  forecasts  with  those 
from  the  previous  year.  Differences  due  to  market  restructuring  and 
other  factors  are  explained,  providing  the  users  of  these  projections  with 
the  ability  to  track  INPUT'S  forecasts  from  year  to  year. 


Economic  Forecasts  are  presented  in  current  dollars  (i.e.,  1995  market  sizes  are  in 

Assumptions  1995  dollars).  In  developing  the  five-year  forecasts,  INPUT  has  incorpo- 

rated the  following  economic  assumptions  regarding  the  outlook  for  the 
U.S.  economy  as  a  whole. 
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The  GNP  and  GNP  Deflator  growth  rates  used  in  INPUT'S  market 
projections  for  1990  are  from  the  CONSENSUS™  forecast.  Blue  Chip 
Economic  Indicators  of  Sedona,  Arizona.  The  Blue  Chip  CONSENSUS 
forecast  is  derived  from  a  leading  panel  of  economists  representing 
leading  financial,  industrial,  and  research  firms  across  the  U.S.  and  has  a 
13-year  track  record  of  balanced  and  accurate  projections. 

Exhibit  1-4  provides  both  the  economic  assumptions  used  by  INPUT  in 
the  1989-1994  market  analysis  reports  and  those  being  used  for  the  1990- 
1995  reports.  The  1990-1995  assumptions  compared  to  those  used  for 
1989-1994  indicate: 

•  Significandy  lower  Real  GNP  growth  for  1990  and  1991 

•  Stronger  Real  GNP  growth  for  1992  and  beyond 

•  Inflation  at  somewhat  lower  levels  using  the  1990-1995  assumptions. 

The  resulting  Nominal  GNP  growth  used  by  INPUT  is  for  much  lower 
growth  in  1990  (5.4%  versus  the  projected  7.7%  in  the  1989  reports)  and 
again  in  1991  (5.4%  versus  7.8%). 

•  In  1992  and  beyond,  the  Nominal  GNP  growth  rates  are  quite 
comparable. 

•  For  the  five-year  period  1989-1994,  the  Nominal  GNP  averages  6.2% 
versus  the  previous  7.1%. 

In  summary,  the  economic  assumptions  used  by  INPUT  reflect  signifi- 
cantly reduced  growth  in  the  near  term  followed  by  modest  steady  growth 
through  1995. 

It  should  be  noted  that  the  U.S.  economic  environment  has  worsened  for 
the  short  term  since  this  CONSENSUS  forecast  was  published  in  October 
1990.  There  are  stronger  signs  of  a  recession  in  the  first  two  to  three 
quarters  of  1991.  The  impact  of  a  recession  on  the  1991  information 
services  market  is  discussed  in  Chapters  HI  and  IV. 
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EXHIBIT  1-4 


GNP  and  Inflation  Growth  Rate  Assumptions 

1989-1995 


1989  Report  Assumptions 


CAGR 

CAGR 

Overall 

89-94 

90-95 

Economy 

1989E 

1990E 

1991E 

1992E 

1993E 

1994E 

1995E 

(%) 

(%) 

Nominal  GNP 

7.6 

7.7 

7.8 

7.0 

6.5 

6.5 

6.5 

7.1 

GNP  Deflator 

4.8 

5.2 

5.5 

5.0 

4.5 

4.5 

4.5 

4.9 

Real  GNP 

2.8 

2.5 

2.3 

2.0 

2.0 

2.0 

2.0 

2.2 

1990  Assumptions  (Preliminary  Estimate) 

CAGR 

CAGR 

Overall 

89-94 

90-95 

Economy 

1989A 

1990E 

1991E 

1992E 

1993E 

1994E 

1995E 

(%) 

(%) 

Nominal  GNP 

6.7 

5.4 

5.4 

6.8 

6.8 

6.8 

6.5 

6.2 

6.5 

GNP  Deflator 

4.1 

4.4 

4.6 

4.1 

4.0 

4.0 

3.9 

4.2 

4.1 

Real  GNP 

2.5 

1.0 

0.8 

2.6 

2.7 

2.7 

2.5 

1.8 

2.2 

Note:     1989A  based  on  final  figures  reported  by  U.S.  Commerce  Department 

1990  onward  from  CONSENSUS™economic  forecast  reported  by  Blue  Chip  Economic  Indicators, 
Sedona,  AZ  (Vol  15,  No  10,  October  10, 1990) 


D  

Related  Reports  Related  reports  of  possible  interest  to  the  reader  include: 

1.  U.S.  Markets 

•  U.S.  Applications  Solutions  Market  Analysis  Report,  1990-1995 

•  U.S.  Processing  Services  Market  Analysis  Report,  1990-1995 

•  U.S.  Systems  Software  Products  Market  Analysis  Report,  1990-1995 

•  U.S.  Professional  Services  Market  Analysis  Report,  1990-1995 

•  U .S.  Systems  Integration  Market  Analysis  Report,  1990-1995 

•  U.S.  Systems  Operations  Market  Analysis  Report,  1990-1995 

•  U.S.  Industry  Sector  Markets,  1990-1995  (16  reports  on  all  major 
industry  sectors,  e.g.,  insurance) 

•  U.S.  Cross-Industry  Sector  Markets,  1990-1995  (7  reports  on  informa- 
tion services  markets  that  serve  all  vertical  industry  sectors,  e.g., 
accounting) 
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2.  European  Markets 

•  The  Western  European  Market  for  Computer  Software  and  Services, 
1990-1995 

•  Systems  Software  Products — Western  Europe,  1990-1995 

•  Trends  in  Processing  Services — Western  Europe,  1990-1995 

•  Systems  Integration  Market  Forecast — Western  Europe,  1990-1995 

•  Systems  Operations  Market  Forecast — Western  Europe,  1990-1995 

•  Western  European  Network  Services  Markets,  1990-1995 

The  European  markets  are  also  analyzed  on  a  vertical  basis  for  discrete 
and  process  manufacturing,  insurance,  banking  and  finance,  and  retail 
and  wholesale  distribution. 
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Executive  Overview 


Key  Trends  and  Issues  As  indicated  in  Exhibit  II-l,  the  current  environment  for  professional 

services  is  marked  by  an  increasing  impact  from  the  economic  downturn. 
The  trend  may  be  short  term,  and  it  may  be  more  pronounced  in  the 
Northeast,  but  it  is  having  an  effect  on  systems  priorities  with  a  number 
of  users. 


EXHIBIT  11-1 


Key  Trends  and  Issues 

•  Trend:  increasing  impact  of  economic  downturn 

-  Shifting  of  systems  priorities 

-  Further  pressure  on  technical  skills 

-  Mixed  impact  on  vendors 

•  Issue:  lack  of  qualified  personnel 

-Acquiring  technical  skills 

-  Developing  technical  skills 

-  Retaining  technical  skills 

•  Issue:  competitor  dynamics 

-  Systems  integrators 

-Outsourcing  vendors 

-Value-added  resellers 
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Some  systems  work  may  be  high  priority  because  it  is  necessary  to 
maintain  older  systems  that  are  required  to  keep  a  company  running. 
New  systems  must  address  the  following  to  receive  high  priority: 

•  Improve  competitiveness 

•  Generate  significant  cost  savings 

•  Obtain  payback  in  a  relatively  short  time 

Work  that  doesn't  meet  these  conditions  is  being  delayed  or  cut  back  or 
faces  that  possibility.  This  situation  is  having  a  mixed  impact  on 
vendors. 

•  Opportunities  are  available  for  those  who  have  the  technical  skills 
required  for  systems  with  high  priorities  such  as  networked  systems, 
relational  data  bases  or  image  processing. 

•  Vendors  with  an  absence  of  technical  skills  that  have  been  relying 
primarily  on  traditional  COBOL  applications  and  short-term  systems 
analysis  work  are  experiencing  cutbacks. 

•  Revenues  may  not  be  falling,  but  growth  rates  are  down. 

More  vendors,  including  a  number  of  small  entrepreneurs,  are  competing 
for  a  shrinking  volume  of  traditional  contract  programming  work.  For 
example,  systems  integrators  involved  in  SI  assignments  may  compete 
for  additional  contract-programming  assignments  to  keep  personnel 
busy. 

The  acquisition,  development,  and  retention  of  technical  skills  is  a  major 
issue  for  professional  service  vendors,  as  noted  in  Exhibit  II-l.  These 
skills  can  help  obtain  work  and  provide  the  opportunity  for  building 
relationships  with  clients.  In  view  of  the  demand  for  and  short  supply  of 
some  technical  skills,  vendors  are  taking  the  following  steps: 

•  Vendors  are  using  smaller,  specialized  vendors  and  entrepreneurs  as 
subcontractors  to  meet  needs  for  technical  skills. 

•  Vendors  are  recruiting  graduates  from  colleges  that  teach  needed 
technical  IS  skills. 

•  Vendors  are  seeking  assignments  that  can  help  further  train  individuals 
in  technical  skills. 

•  Vendors  are  tailoring  rewards  and  recognition  to  retain  employees  with 
technical  skills. 

Another  issue  of  concern  to  professional  services  vendors  is  the 
dynamics  of  competitors  in  the  present  economic  situation. 


e  1991  by  INPUT.  Reproduction  Prohibited. 


MAPFS 


U.S.  PROFESSIONAL  SERVICES  MARKET,  1990-1995 


INPUT 


•  System  integration  vendors  who  face  delays  of  contracts  that  are  not 
critical  for  business  plans  may  compete  strongly  for  short  term  jobs  as 
noted  before. 

•  Major  systems  integration  vendors  contacted  during  this  study  pointed 
out  that  they  use  industry-specific  knowledge  to  identify  situations 
where  they  can  achieve  unanticipated  revenues  or  cost  savings  for 
prospects. 

•  Systems  integration  vendors  are  finding  that  some  prospects  are  run- 
ning integration  projects  themselves  and  selecting  professional  services 
vendors  to  supply  missing  skills  to  reduce  costs. 

The  present  economic  situation  can  lead  prospects  to  consider  moving  the 
entire  cost  center  of  information  systems  out  of  house  through  the  use  of 
outsourcing.  As  a  result,  larger  professional  service  and  systems 
integrators  are  evaluating  or  entering  the  outsourcing  business. 

Other  types  of  vendors  are  entering  professional  services  work  or  are 
competing  with  vendors  in  the  marketplace.  Hardware  vendors,  from 
IBM  to  MAI  Systems,  are  offering  value-added  professional  services 
work.  IBM  and  DEC  have  strengthened  their  ability  to  offer  strategic 
consulting,  which  provides  increased  leverage  to  expand  assignments. 
Software  vendors  are  offering  packages  developed  with  4GL  and  CASE 
tools  that  can  reduce  opportunities  for  professional  services  firms  to 
modify  applications. 


Professional  Services    As  shown  in  Exhibit  II-2,  the  professional  services  market  will  grow  at  a 

rate  of  12%  between  1990  and  1995  and  will  reach  a  revenue  level  over 
$30  billion. 

The  growth  rate  of  the  professional  services  market  has  slowed  during  the 
past  five  years,  but  it  is  a  sizable  market.  Some  vertical  industries  with 
large  revenues — such  as  process  manufacturing,  banking  and  finance, 
state  and  local  government,  and  insurance— are  growing  more  rapidly 
than  the  market  as  a  whole. 

•  Revenues  for  banking  and  finance  will  grow  at  a  rate  of  14%,  from  $2.2 
billion  in  1990  to  $4.3  billion  in  1995. 

•  Revenues  for  process  manufacturing  and  insurance  will  both  grow  at  a 
rate  of  14%,  with  revenues  from  process  manufacturing  growing  from 
$2  billion  in  1990  to  $3.7  billion  in  1995 

•  Revenues  from  insurance  will  grow  from  $1.4  billion  in  1990  to  $3.0 
billion  in  1995. 


Market  User 
Expenditures 
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The  consulting  services  segment  of  professional  services  is  also  growing 
more  rapidly  than  the  market  as  a  whole  and  is  forecast  to  grow  at  a  rate 
of  15%  between  1990  and  1995,  increasing  from  $3.8  billion  to  $7.6 
billion.  Software  development  and  education  and  training  will  grow  at 
12%,  slightly  slower  than  the  market  as  a  whole. 

c  

Market  As  indicated  in  Exhibit  II-3,  the  recommendations  that  INPUT  makes  for 

Recommendations         the  professional  services  market  emphasize  added  values,  the  addition  of 

consulting  and  technical  skills,  and  expanding  capabilities  that  can  gain 
work  in  a  soft  economic  period.  Each  professional  services  firm  requires 
a  set  of  skills  that  helps  differentiate  it  and  make  it  attractive  to  users. 

Advanced  technical  skills  in  open  systems,  network  use,  data  manage- 
ment, or  image  processing  may  be  needed  to  support  critical  applications, 
and  they  are  harder  to  replace  with  in-house  skills  when  costs  must  be 
reduced.  Vendors  with  these  skills,  industry-specific  knowledge,  or 
consulting  capabilities  in  the  use  of  technology  or  strategic  planning  will 
have  more  opportunities  to  talk  to  corporate  management  than  vendors 
with  traditional  software  development  services.  They  have  more  oppor- 
tunities for  work  and,  particularly  with  consulting  services,  more 
opportunities  to  generate  add-on  assignments. 
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Recommendations 

•  Add  value  to  services 

-Technical  skills 

-  Industry  knowledge 

-Knowledge  of  industry-specific  applications 

-  Expanded  consulting 

•  Analyze  marketing  and  services  of  SI, 

ni itQOi irpinn  anH  nthpr  fil  vpnrinr^ 

•  Upgrade  marketing  and  sales 

•  Use  alliances 

-With  vendors  in  other  modes 

-With  IS 

•  Anticipate  changes  in  professional  services 

Marketing  and  sales  should  emphasize  value-added  capabilities  during 
sales  calls,  and  in  literature  and  correspondence  even  when  assignments 
seem  only  to  require  traditional  skills.  Vendors  should  become  identified 
as  broad-based  resources  rather  than  as  suppliers  of  traditional  skills. 

Vendors  must  also  seek  alliances  to  augment  skills  when  necessary,  and 
increase  their  range  of  sales  possibilities.  Vendors  should  also  seek 
alliances  or  opportunities  with  information  systems  management  that  can 
help  the  internal  information  systems  function  be  proactive  when  con- 
fronted with  systems  integration  or  outsourcing  bids.  Professional  ser- 
vice firms  can  help  IS  act  like  an  integrator  and  prepare  alternatives. 

Alliances  and  interaction  with  other  vendors  can  also  help  a  professional 
services  vendor  participate  in  or  anticipate  changes  in  the  marketplace. 
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•  Professional  services  firms  are  much  less  apt  to  develop  all  the  soft- 
ware used  in  a  system.  They  may  utilize  or  modify  the  products  of 
software  vendors  or  work  with  hardware  vendors  to  develop  solutions. 
They  may  also  be  able  to  use  their  industry  or  application  knowledge 
and/or  their  methodologies  to  help  software,  hardware,  turnkey,  other 
professional  services,  or  even  independent  maintenance  vendors  reach 
a  solution. 

•  Of  course,  professional  services  firms  may  find  that  they  are  starting  to 
use  the  approach  of  a  systems  integrator  when  they  coordinate  the  work 
of  other  vendors.  Without  analyzing  the  activities  of  various  types  of 
vendors  and  participating  in  projects  with  them,  they  may  forego 
profitable  opportunities.  One  method  that  a  professional  services 
vendor  can  use  to  assess  its  skills  and  capabiUties,  or  the  capabilities  of 
possible  allies,  is  to  review  them  in  relation  to  a  set  of  advancing 
capabilities  as  illustrated  in  Exhibit  II-4. 


Professional  Services  Skills  Hierarchy 


Consulting:  Systems  Planning/Strategy 
Consulting:  IT  Management 
Vertical/Horizontal  Knowledge 
Vertical  Knowledge 
Scarce  Horizontal  Technical  Skills 
Common  Horizontal  Technical  Skills 


EXHIBIT  11-4 
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General  Business  Climate 


In  this  chapter  INPUT  positions  the  market  for  professional  services 
within  the  entire  information  services  industry.  The  chapter  first  charac- 
terizes the  general  business  climate,  then  the  climate  of  the  information 
services  industry  specifically.  In  the  last  section,  it  positions  systems 
software  products  within  the  overall  business  climate  for  information 
services. 

The  reader  will  find  this  chapter  quite  similar  to  the  corresponding 
Chapter  HI  in  the  following  market  analysis  reports: 

•  U.S.  Applications  Solutions  Market,  1990-1995 

•  U.S.  Systems  Software  Products  Market,  1990-1995 

•  U.S.  Processing  Services  Market,  1990-1995 

•  U.S.  Network  Services  Market,  1990-1995 


As  INPUT  publishes  its  first  set  of  forecasts  for  the  1990s,  the  general 
U.S.  economy  and  the  U.S.  information  services  industry,  particularly  the 
professional  services  sector,  face  a  new  set  of  business  conditions — 
different  from  those  experienced  since  the  early  1980s  when  the  last 
downturn  occurred.  As  shown  in  Exhibit  III-l,  in  1980  the  U.S.  informa- 
tion services  market  was  less  than  20%  of  its  size  10  years  later.  Today 
that  market  represents  approximately  $100  billion  in  user  expenditures 
each  year. 


A 


General  Economic 
Climate 


1.  A  Look  at  the  1980s 
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The  1980s  were  marked  by  continuing  strong  growth  following  the 
formation  of  the  information  services  industry  in  the  late  1960s  and  early 
1970s.  Except  for  slowed  growth  during  the  downturn  that  started  in 
1982,  the  information  services  market  grew  at  about  20%  each  year  and 
routinely  outperformed  the  economy  as  a  whole. 


Information  Services  Industry  Market 
1970-1990 


1970  1980  1990 


This  overall  growth  has  moderated  in  the  past  couple  of  years.  The  U.S. 
information  services  industry  grew  about  13%  in  1990  as  the  impacts  of 
the  downturn  were  beginning  to  be  felt.  In  terms  of  development,  the 
industry  is  maturing:  in  some  segments  it  has  reached  the  top  of  the  "S" 
curve.  Thus,  declining  growth  rates  are  to  be  expected,  in  particular  as 
the  market  size  continues  to  increase. 

The  decade  ended  with  much  lower  growth  rates  in  mainframe  and 
minicomputer  shipments  and  the  first  signs  of  maturity  in  personal 
computer  and  workstation  sales.  While  all  of  the  delivery  modes  in- 
cluded in  input's  definition  of  the  information  services  industry  have 
growth  rates  above  that  of  hardware,  the  trends  for  hardware  certainly 
impact  each  delivery  mode. 

Therefore,  the  1990s  began  with  a  maturing  market  for  the  products  and 
services  of  information  systems  and  services  companies.  Yet  it  remains 
a  market  that  can  and  does  outgrow  the  economy  and  continues  to  offer 
new  business  opportunities,  in  particular  those  that  are  solutions  oriented 
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2.  Near-Term  Impacts 

As  noted  in  Chapter  I,  the  U.S.  economy  is  in  a  recession.  While  ex- 
pected to  be  modest,  a  recession  will  directly  impact  many  sectors  of  the 
economy  which  in  turn  will  impact  expenditures  for  information  services. 
Real  growth  in  the  overall  U.S.  economy  will  be  very  small  in  1990  and 
could  drop  to  zero  in  1991. 

•  For  the  past  few  years,  the  information  systems  budget  has  reflected 
tightening  spending  patterns  with  increases  averaging  less  than  10% 
overall.  Many  organizations  indicate  essentially  no  change  from  year 
to  year,  and  some  organizations  are  undergoing  year-to-year  reductions 
of  over  10%. 

•  During  this  period,  growth  in  expenditures  for  information  services  has 
exceeded  the  overall  growth  in  information  systems  budgets.  The 
hardware  and  internal  staff  budgets  have  absorbed  much  of  the  impact 
of  tighter  budgets. 

a.  Information  Systems  User  Impacts 

Exhibit  ni-2  provides  an  assessment  of  information  systems  budget  plans 
for  1989  through  1991.  The  research  for  this  assessment  was  done  in 
November,  1990. 


EXHIBIT  III-2 


Information  Systems  Budgets 
1989  vs.  1990  and  1990  vs.  1991 
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•  The  findings  indicate  that  only  about  one  in  three  information  systems 
budgets  grew  by  over  5%  in  1990  over  1989  levels  and  the  percentage 
planning  to  grow  more  than  5%  in  1991  is  even  less,  three  out  of  ten. 

•  The  research  also  found  that  drastic  cuts  are  not  planned,  as  might  have 
been  expected  in  a  full  recessionary  environment. 

Many  respondents  indicated  that  after  a  number  of  years  of  tightening 
budgets,  1991  would  just  be  another  year  of  the  same.  For  most  organi- 
zations, major  strategic  projects  would  not  be  measurably  impacted  given 
current  general  business  projections. 

Exhibit  ni-3  helps  support  that  projection.  INPUT  found  a  number  of 
organizations  that  would  actually  accelerate  some  projects  in  a 
recessionary  economy  and  very  few  that  would  cancel  projects. 


EXHIBIT  III-3 


Applications  Development  Plans 
Recessionary  Impacts 


Accelerate 
Projects 

Delay  Projects 
Cancel  Projects 
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•  Those  projects  identified  for  acceleration  were  typically  of  key  value  to 
business  operations. 

•  Those  projects  identified  for  possible  delay  or  cancellation  were  typi- 
cally administrative  and  were  often  replacements  for  existing  systems. 

INPUT  found  that  the  current  economy  will  impact  information  systems 
spending  in  the  near  term  (through  1991  at  least),  but  not  to  a  significant 
degree.  This  will  lead  to  slower  growth  rates  in  information  services 
expenditures  over  the  new  12  to  18  months,  and  it  may  in  turn  create 
pent-up  demand  for  1992  and  beyond.  The  depth  and  length  of  the 
downturn  will  be  a  deciding  factor  in  how  much  demand  is  delayed  into 
1992. 
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For  a  complete  review  of  INPUT'S  recent  research  into  the  impacts  of  the 
current  economy  on  information  systems,  see  INPUT'S  report.  The  1990 
to  1991  U.S.  Economic  Slowdown— Impacts  on  Information  Systems 
Budgets  and  Spending. 

b.  Information  Services  Vendor  Impacts 

INPUT  found  a  cautious  attitude  among  information  services  vendors 
assessing  the  impacts  of  the  economic  downturn  on  this  business. 


Information  Services  Industry 
Near-Term  Economic  Impacts 

•  General  belief  that  recession  started 

•  Near-term  growth  will  be  impacted 

-  Professional  services  first  to  be  impacted 

-  Processing  services  and  systems  operations — 
limited  impact 

-  Network  services  to  see  slower  growth 

•  Some  new  opportunities  exist 

-  Project  acceleration 

-  Processing  capacity  requirements 

-  Systems  operations 

•  There  was  a  general  belief,  in  particular  in  the  professional,  processing, 
and  network  services  firms,  that  a  recession  of  some  level  had  started  as 
early  as  the  third  quarter.  A  number  of  vendors  indicated  that  they 
were  applying  or  considering  internal  budgetary  constraints. 

•  Projections  for  near- term  growth  (1991)  are  more  modest,  reflecting 
1990  experience. 

-  Professional  services  will  be  the  first  to  be  impacted,  with  growth 
expectations  dropping  perhaps  to  11%.  Information  systems  will  try 
to  protect  internal  staff  given  the  reductions  experienced  over  the  past 
few  years. 


©  1991  by  INPUT.  Reproduction  Prohibited. 


23 


U.S.  PROFESSIONAL  SERVICES  MARKET,  1990-1995 


INPUT 


-  Processing  services  and  systems  operations  tend  to  be  long-term 
decisions.  Levels  of  processing  services  are  tied  to  client  usage 
agreements  and  will  not  experience  significant  cutbacks.  Also,  an 
opportunity  exists  in  the  sale  of  incremental  capacity  to  companies 
wishing  to  delay  hardware  expenditures. 

-  Network  services  has  been  a  strong  growth  area  with  forecasted 
growth  about  16%  per  year.  Some  slowing  in  growth  is  expected 
near  term,  but  this  sector  will  still  outperform  the  information 
services  market  as  a  whole. 

•  The  downturn  offers  opportunities  to  aggressive  vendors.  To  find 
them,  it  is  necessary  to  stay  very  close  to  the  current  clients  and  to 
know  the  secondary  buyers  within  the  prospect  companies. 

-  Critical  operational  systems  may  be  accelerated  and  may  create 
opportunities  for  professional  services  and  software  products  ven- 
dors. Buying  a  suitable  application  software  solution  may  become 
favored  over  development  of  a  custom  solution. 

-  As  noted  above,  the  solution  to  capacity  needs  may  be  a  processing 
services  vendor  instead  of  hardware  purchases. 

-  Systems  operation  will  become  more  attractive  to  a  company  looking 
for  capital  to  invest  in  newer,  more  strategic  application  systems. 

The  next  12  to  18  months  will  be  characterized  by  the  unexpected — 
delayed  decisions  and  unique  opportunities.  Solid  growth  is  possible  for 
the  alert  vendor. 

3.  The  Mid-1990s 

Beyond  the  1990  to  mid- 1992  period,  there  is  a  general  belief  that  the 
economy  will  return  to  modest  growth  like  that  of  the  late  1980s.  Mod- 
est real  growth  rates  combined  with  inflation  and  the  ability  for  the 
information  services  industry  to  continue  to  outgrow  the  economy  as  a 
whole  suggest  that  annual  average  growth  rates  in  the  low  to  mid  teens 
will  continue  throughout  1990  to  1995. 

Growth  after  1992  will  be  stronger  than  prior  to  1992.  A  true  recession 
will  generate  some  pent-up  demand  that  could  cause  a  real  upturn  in 
1993  if  the  full  economy  returns  to  the  growth  rates  experienced  in  the 
late  1980s. 
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B   

1.  Overview 

The  information  services  industry  ended  the  decade  much  different  than  it 
entered  the  decade.  Exhibit  III-5  lists  some  of  the  major  differences  and 
the  related  implications  for  the  early  1990s. 


EXHIBIT  111-5 


Information  Services  Industry,  1980  versus  1990 


Difference 

Implication 

•  Five  times  as  big 

•  Slowing  growth 

•  Many  large  vendors 

•  Consolidation  and  dominance 

•  Stronger  vendors 

•  Greater  reliance  by  user 

•  Willingness  to  outsource 
operations 

•  Processing  services  shifts  to 
systems  operations 

•  Greater  variety  of  services 

•  Changing  distribution  channels 

•  Many  small  vendors 

•  Alliances  to  succeed 

•  More  technological  alternatives 

•  More  services  required  to 
integrate 

•  Markets  do  not  grow  at  20%  forever.  On  the  average,  information 
services  did  for  the  entire  1980  decade.  Overall  slower  growth  is 
predictable  for  the  1990s. 

•  In  1980  there  was  not  an  independent  software  supplier  that  had  $100 
million  in  revenues  worldwide;  in  1990  there  are  many  and  $1  billion  in 
revenue  has  been  achieved. 

-  For  some,  growth  is  being  fueled  through  mergers  and  acquisitions. 

-  For  others,  diversification  and  a  strong  element  of  professional 
services  is  driving  growth. 

•  The  same  can  be  said  for  professional  services  firms.  Today,  many 
exceed  $100  million  in  revenue  and  serve  a  worldwide  market. 


Information  Services 
Industry  Issues 
and  Climate 
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•  The  leading  information  services  vendors  are  much  stronger  than  they 
were  in  the  early  1980s.  They  are  large,  have  financial  strength,  and 
have  management  that  is  prepared  to  take  on  long-term  risks.  The 
result  is  new  market  opportunities  and  a  different  perspective  for  the 
user. 

•  The  end  of  the  1980s  was  marked  by  some  significant  shifts  in  the 
structure  of  the  information  services  industry. 

-  Systems  integration  emerged  as  a  viable  business  in  the  commercial 
market  in  the  mid-1980s,  and  systems  operations  (facilities  manage- 
ment) has  taken  on  new  importance. 

-  Larger  vendors  are  changing  the  economy  of  scale  in  offering  infor- 
mation services  and,  as  result,  a  change  in  the  fundamental  channels 
of  distribution.  The  user  can  now  turn  to  a  single  vendor  for  a  com- 
plete solution,  and  the  vendors  offering  these  services  become  cus- 
tomers (distributors)  of  the  other  information  services  vendors. 

-  The  concept  of  outsourcing  has  strengthened  considerably  recently 
and  will  be  a  trend  for  the  1990s. 

•  Information  services  has  been  an  industry  where  the  initial  cost  of  entry 
has  been  modest  in  many  of  the  subsectors.  Software  product  compa- 
nies show  up  over  night,  professional  services  firms  start  with  a  few 
experts  joining  together,  and  most  processing  services  firms  start  by 
large  organizations  selling  surplus  time.  Although  low  cost  of  entry 
remains  a  characteristic,  the  cost  of  gaining  market  recognition  and 
presence  has  changed.  Success  in  the  1990s  for  the  start  up  company 
will  come  through  alliances  with  the  larger  firms,  be  they  systems 
integrators,  professional  services,  systems  operations,  or  software 
product  firms. 

•  Information  systems'  greatest  challenge  today,  after  maintaining 
current  systems,  is  to  choose  from  the  breadth  of  information  technol- 
ogy now  available.  The  alternatives  are  great  and  the  implications  of 
some  are  significant.  The  result  is  often  delayed  decisions  and  imple- 
mentation. Relational  DBMS  technology  is  about  ten  years  old,  and 
much  of  the  implementation  effort  is  still  to  be  done.  Object-oriented 
data  base  technology  is  already  available.  The  result  is  greater  profes- 
sional services  opportunities. 

2.  Information  Services  Trends 

Exhibit  ni-6  identifies  four  fundamental  trends  that  will  impact  the 
information  services  industry  over  the  next  five  to  ten  years.  The  overall 
goal  of  account/client  control  will  become  paramount  in  the  1990s.  It  is 
the  primary  driving  force  behind  these  trends. 
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Information  Services  Industry  Trends 


•  Full-service  vendors 

•  Decreasing  differentiation 

•  Longer  vendor/account  relationships 

•  Changing  buyer 


•  Full  services  vendors  will  increase  their  dominance  of  the  information 
services  market.  They  will  achieve  increased  account  control  and 
become  the  channel  of  distribution  for  many  of  the  specialized  products 
firms.  And  they  will  do  this  to  a  significant  degree  through  consolida- 
tion. A  maturing  market  typically  results  in  fewer  and  larger  vendors 
who  serve  all  aspects  of  the  market. 

•  Decreasing  differentiation  -  Professional  services  is  now  a  factor  in 
essentially  each  of  the  delivery  modes,  whether  it  is  software  products, 
systems  operations,  systems  integration,  or  even  processing  and  net- 
work services.  That  importance  will  continue  to  increase  throughout 
the  next  five  years.  The  end  result  will  be  decreasing  differentiation  of 
the  leading  vendors. 

•  Longer  vendor/ account  relationships  -  The  relationships  formed  in 
systems  integration  and  systems  operations  agreements  are  muUiyear  in 
length  and,  once  made,  these  become  the  vendors  of  choice  for  the  next 
requirement. 

•  Changing  buyer  -  The  buying  decision  is  now  commonly  made  by  a 
partnership  of  information  systems  and  an  operating  executive,  cer- 
tainly for  major  projects.  The  result  is  two  buyers  to  be  serviced  and 
the  opportunity  for  the  vendor  to  build  relationships  in  multiple  parts  of 
the  client.  This  will  also  lead  to  increased  client  control  and  longer 
relationships. 

In  the  1990s,  the  major  vendors  have  the  opportunities  to  tie  up  major 
portions  of  the  market  for  many  years.  This  results  in  a  number  of  new 
issues,  but  means  there  is  an  improved  predictability  of  revenue. 
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3.  Issues  for  the  1990s 


The  critical  issues  for  information  services  vendors  in  the  1990s  are 
summarized  in  Exhibit  111-7.  Many  of  these  issues  derive  from  the 
leading  vendors'  current  emphasis  on  account  control. 


Information  Services  Industry 
Issues  for  the  1990s 

•  Profitability 

•  People  Resources 

•  Mastering  Technology 

•  Buyer  Skills 

•  Distribution  Channels 

•  Profitability  -  The  shift  to  long-term  relationships  with  multiyear 
agreements  and  the  assumption  of  risk  by  the  vendor  raises  the  expo- 
sure for  the  vendor.  There  are  already  some  concerns  about  the  im- 
pacts of  commercial  systems  integration  on  the  profitability  of  larger 
information  services  firms.  And  with  the  push  to  gain  market  share  in 
the  systems  operations  area,  this  concern  could  grow.  Profitability 
over  the  next  two  years  will  be  a  key  indicator  of  probable  growth  in 
the  mid-1990s  as  the  economy  improves. 

•  People  Resources  -  The  increasing  importance  of  professional  services 
throughout  the  industry  adds  to  the  pressure  on  vendors  to  find  and 
train  qualified  staff. 

-  Many  of  these  professionals  are  being  acquired  by  hiring  the  staff  of 
companies  served  under  systems  integration  and  systems  operations 
agreements.  Reorienting  these  people  from  internal  to  vendor 
perspectives  will  be  a  major  test  over  the  next  few  years. 

-  The  vendor  staffing  challenge  will  also  be  taxed  by  the  training 
requirements  of  new  technologies  and  the  decline  in  college  enroll- 
ment in  computer  science.  The  cost  burden  for  training  information 
systems  professionals  is  shifting,  to  some  degree,  from  the  user  to  the 
vendor  as  greater  use  of  outsourcing  services  develops. 
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•  Mastering  Technology  -  The  developers  of  information  technology 
continue  to  provide  new  technologies  and  products  faster  than  they  can 
be  utilized.  This  is  one  of  the  forces  behind  the  growth  in  the  systems 
integration  and  professional  services  delivery  modes. 

-  The  vendor  takes  on  the  task  of  learning  the  technology  and  bringing 
it  into  the  client's  environment,  and  perhaps  even  operating  and 
maintaining  it  for  some  period. 

-  Like  the  general  training  issues,  this  is  a  cost  that  cannot  always  be 
directly  recovered  by  the  vendor. 

•  End  User  Skills  -  The  influence  of  senior/operating  management  in  the 
buying  decision  will  continue  to  increase  into  the  1990s.  The  informa- 
tion systems  function  will  become  an  internal  consultant  and  the  skills 
of  the  end  user  will  continue  to  increase  more  slowly. 

•  The  vendor  must  become  astute  at  assessing  the  skills  of  the  buyer  at  all 
levels — the  end  user's  skills,  not  the  skills  of  the  information  systems 
function,  will  control  success. 

•  Distribution  Channels  -  The  larger  vendors  are  going  to  gain  even  more 
control  of  the  user  expenditure  process,  while  smaller  and  specialized 
vendors  serve  as  vendors  to  the  larger  vendors.  The  behavior  of  the 
larger  vendors  and  their  multiple,  often  overlapping  strategic  alliances 
may  control  the  success  of  many  of  the  smaller  vendors. 

c  

Professional  Services    In  this  section  we  position  the  professional  services  sector  against  the 
Business  Issues  economic  and  environmental  conditions  described  above.  This  sets  the 

and  Trends  ^^^8^     INPUT'S  1990-1995  forecast  for  professional  services  presented 

in  Chapter  IV. 

Two  fundamental  forces  impact  the  professional  services  sector: 

•  First,  the  business  environment  that  permits  or  inhibits  an  organization 
from  addressing  information  systems  requirements  that  are  beyond  the 
capacity  of  the  internal  information  systems  organization 

•  Second,  the  requirement  to  leam,  adopt,  and  implement  new  informa- 
tion technologies.  When  the  need  exists  there  is  always  the  alternative 
of  turning  to  an  organization  that  already  has  the  needed  specialized 
skills. 


1.  Business  Environment 


Throughout  the  1980s  the  demand  for  new  information  systems  has 
exceeded  the  internal  capacity  to  develop  and  implement  the  needed 
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systems.  It  became  very  common  for  both  general  and  information 
systems  management  to  turn  to  professional  services  firms  to  augment 
the  internal  skills. 

Occasional  economic  slowdowns  also  taught  the  information  systems 
management  that  the  external  professional  services  resources  could  be 
more  quickly  deferred  in  times  of  budget  restriction.  To  some  degree, 
that  is  occurring  in  early  1991. 

Over  the  past  three  years,  INPUT  has  narrowed  the  definition  of  profes- 
sional services  by  removing  the  more  growth-oriented  systems  integra- 
tion and  systems  operations  segments.  This  narrower  definition  makes 
the  professional  services  sector  the  most  quickly  impacted  in  times  of 
economic  slowdown.  It  should  also  make  it  the  sector  that  reacts  most 
quickly  to  improving  market  conditions. 

2.  Impact  of  New  Information  Technologies 

Through  the  past  decade,  new  information  technology  needs  fueled  a 
rapid  growth  of  vendors  who  offered  professional  services  to  supplement 
the  skills  available  within  the  business  organization.  By  the  late  1980s, 
the  increasing  complexity  of  applications,  including  the  networks  and 
data  bases  they  required,  made  the  critical  skills  to  meet  business  systems 
needs  much  more  important  and  often  essential.  The  professional  ser- 
vices firm  can  often  better  afford  the  initial  training  cost  for  a  new 
technology  because  it  will  use  the  technology  with  a  number  of  clients. 
The  internal  organization  may  only  use  it  once. 

Very  few  important  or  mission-critical  applications  can  be  achieved 
without  the  use  of  technically  advanced  skills.  In  today's  economic 
environment,  business  is  focusing  on  finding  the  necessary  skills  to 
accomplish  major  systems  needs  or  turning  to  outside  vendors  that  can 
take  over  and  provide  a  total  solution. 

As  Chapter  FV  shows,  the  professional  services  sector  will  follow  the 
information  services  market  in  general.  Growth  will  be  acceptable,  but 
somewhat  lower  than  for  the  industry  as  a  whole.  Some  firms  will 
perform  well,  and  others  will  have  difficulty  as  the  professional  services 
market  becomes  more  focused  on  specific  types  of  services  and  vertical 
industries.  Those  that  concentrate  on  learning  and  supporting  the  more 
successful  new  information  technologies  will  fair  well,  both  during  the 
slowdown  and  the  recovery  that  will  follow. 
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Market  Forecast 


A  

Industry  Structure         INPUT  segments  the  information  services  industry  into  eight  delivery 

modes  serving  16  industry  sectors  and  seven  cross-industry  sectors.  The 
delivery  modes  are: 

•  Processing  services 

•  Network  services 

•  Turnkey  systems 

•  Systems  software  products 

•  Application  software  products 

•  Systems  integration 

•  Professional  services 

•  Systems  operations 

INPUT  divides  the  professional  services  market  into  the  three  submodes 
listed  below: 

•  Software  development  and  maintenance 

•  Consulting 

•  Education  and  training 

These  segments,  which  were  defined  in  Exhibit  1-2,  represent  types  of 
services  offered  in  support  of  the  information  systems  industry  rather 
than  generic  services.  For  example,  education  and  training  includes 
services  such  as  computer  operations  training,  management  training,  and 
video  instruction  related  to  computer  usage.  In  a  like  manner,  consulting 
services  are  specific  to  the  information  systems  needs  of  customers. 

In  prior  years,  the  professional  services  delivery  mode  included  a  fourth 
segment  called  systems  operations  (or  facilities  management).  In  1990, 
INPUT  made  systems  operations  a  separate  delivery  mode,  combining 
the  systems  operations  (facilities  management)  segments  from 
professional  services  and  processing  services. 
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B  

Market  Structure  Exhibit  IV- 1  presents  the  structure  of  the  professional  services  market 

based  on  the  category  of  service  provider.  The  structure  places 
professional  services  firms  into  one  of  three  categories: 

•  Product-based 

•  Core  service-based 

•  New  service-based 

Core  service-based  firms  are  the  industry  pioneers,  some  having  offered 
professional  services  since  the  late  1950s.  Although  the  public  account- 
ing firm  Arthur  Andersen  &  Company  (now  Andersen  Consulting)  has 
been  a  key  player  in  professional  services  since  the  mid-1950s,  the  new 
service-based  firms  generally  did  not  enter  the  professional  services 
market  until  the  1960s  or  1970s.  Product-based  firms,  which  sell  prima- 
rily computer  hardware  or  other  products,  entered  the  professional 
services  market  between  1965  and  1984.  IBM,  with  its  emphasis  on 
customer  service  and  support,  helped  build  the  market  for  professional 
services. 
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EXHIBIT  IV-1 
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Professional  Services     1.  Market  Overview 
Market 

The  professional  services  market  continues  to  grow  from  a  1989  user 
expenditure  level  of  $15.2  billion  to  a  1990  level  of  $16.8  billion,  repre- 
senting an  annual  growth  rate  of  10%.  Over  the  five-year  forecast  period 
shown  in  Exhibit  IV-2,  professional  services  will  grow  at  a  12%  CAGR, 
reaching  $29.5  biUion  in  1995. 

INPUT'S  forecast  for  the  1990-1995  period  is  somewhat  lower  than  its 
previous  forecast  of  14%  for  1989  to  1994.  INPUT  had  anticipated  an 
increase  of  14%  during  1989  versus  the  10%  that  resulted.  The  decrease 
in  growth  rate  is  due  primarily  to  the  following: 

•  The  shifting  or  reclassification  of  professional  services  engagements  to 
more  complex  systems  integration  projects 

•  The  delay  or  cutback  in  systems  development  projects  resulting  from 
early  impacts  of  the  economic  downturn  and  other  negative  business 
impacts  in  some  industries 

•  The  removal  of  the  systems  operations  (facilities  management) 
subsegment  that,  while  only  about  10%  of  professional  services,  was 
growing  and  will  grow  measurably  faster  than  the  three  submodes  that 
now  make  up  professional  services 
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The  continued  growth  in  professional  services  results  from  the  pressure 
on  users  to  implement  and  enhance  applications  systems  that  are  critical 
in  order  to  be  competitive  or  reduce  significant  costs.  These  applications 
systems  require  experienced  and  skilled  personnel,  which  may  not  be 
available  inside  the  organization  when  needed:  hence,  the  use  of  outside 
services.  This  is  in  line  with  the  continuing  thrust  to  outsource  and  the 
use  of  systems  integration  services. 

Professional  services  vendors  can  provide  the  unique  skills  and  experi- 
ence necessary  for  problem  solving.  As  a  result  of  their  independence, 
vendors  can  provide  or  support  alternative  solutions  to  industry-specific 
problems. 

In  addition  to  aiding  with  the  analysis  of  business  planning  on  systems 
and  other  strategic  systems  issues,  professional  services  consulting  helps 
users  select  from  the  myriad  of  applications  software  or  turnkey  systems 
available  to  satisfy  the  user's  needs.  Professional  services  firms  attempt 
to  make  impartial  recommendations  in  the  selection  process.  By  contrast, 
a  consultant  from  a  software  products  company  that  offers  a  certain  type 
of  software  solution  will  try  to  promote  that  product. 

When  applications  plans  and  needs  become  more  complex,  users  hire 
professional  services  firms  based  on  their  experience  in  using  sophisticate 
development  skills  or  developing  complex  applications  systems.  Their 
ability  to  perform  specialized,  one-time  services  such  as  a  particular 
application  module  or  software  conversion  from  one  hardware  platform 
to  another  represents  substantial  added  value.  The  use  of  an  outside 
service  prevents  hiring  staff  that  is  needed  for  only  a  limited  time. 

2.  User  Expenditures  by  Industry 

In  1990,  users  will  have  spent  about  $16.7  billion  for  professional  ser- 
vices, spread  across  16  industry  sectors.  These  expenditures,  by  industry, 
are  shown  in  Exhibit  rV-3. 

In  1989,  spending  for  professional  services  by  the  five  leading  industries 
accounted  for  76%  of  total  user  expenditures.  The  top  five  industries  are, 
in  order: 

•  Discrete  manufacturing 

•  State  and  local  government 

•  Federal  government 

•  Banking  and  finance 

•  Process  manufacturing 

Several  factors  contributed  to  the  current  spending  levels  in  the  key 
industries: 
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Professional  Services  User  Expenditures 
by  Industry,  1990-1995 


Industry  Sector 

User  Expenditures 
($  Millions) 

1990-1995 

CAGR 
(Percent) 

1990 

1995 

Discrete  Manufacturing 

4,163 

7,572 

13 

Process  Manufacturing 

1,977 

3,729 

14 

Transportation 

213 

395 

13 

Utilities 

233 

386 

11 

Telecommunications 

950 

1,927 

15 

Retail  Distribution 

207 

328 

10 

Wholesale  Distribution 

327 

509 

9 

Banking  and  Finance 

2,044 

3,381 

1 1 

Insurance 

1,434 

2,820 

14 

Medical 

254 

443 

12 

Education 

76 

139 

13 

Business  Services 

151 

267 

1 

Consumer  Services 

133 

192 

8 

Federal  Government 

2,136 

2,629 

4 

State  and  Local  Government 

2,362 

4,625 

14 

Miscellaneous  Industries 

104 

185 

12 

Total 

16,764 

29,527 

12 
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•  Discrete  manufacturers  continue  to  spend  heavily  to  automate  produc- 
tion processes  and  materials  management/distribution  functions  and 
improve  order  entry  processes,  with  the  heaviest  expenditures  for 
software  development.  Consulting  expenditures  and  the  use  of  systems 
integration  grew  in  1989  as  well. 

•  State  and  local  governments  expanded  network  and  computing  capa- 
bilities and  implemented  new  eligibility  and  emergency  response 
applications  as  well  as  other  accounting,  revenue  collection,  and  health 
and  human  services  applications.  Professional  services  firms  were  also 
hired  to  perform  extensive  software  consulting  to  protect  the  investment 
in  existing  applications  software.  Since  state  and  local  governments 
must  operate  on  a  pay-as-you-go  basis,  these  organizations  are  major 
users  of  systems  operations  contracts. 

•  The  federal  government  has  multibillion  dollar  contracts  to  replace 
second-generation  computer  systems  in  accounting  and  finance,  logis- 
tics, and  personnel.  Systems  integration,  as  well  as  professional  ser- 
vices contracts  were  awarded  to  upgrade  applications  to  achieve  im- 
proved effectiveness.  In  addition,  consulting  expenditures  increased  as 
a  result  of  developing  plans  to  integrate  network  capabilities  and  new 
hardware  and  software  products  into  existing  systems. 

•  Consolidation  as  well  as  deregulation  and  internationalization  in  the 
banking  and  finance  markets  created  sizeable  opportunities  for  profes- 
sional services  firms  offering  software  development  and  consulting. 
Steps  to  reduce  operational  costs  have  also  led  to  ongoing  use  of  pro- 
fessional services  in  the  banking  and  finance  industry.  The  challenges 
facing  the  industry  are  creating  significant  economic  pressures,  which 
resulted  in  much  slower  growth  in  1990  (estimated  at  5%)  than  in 
previous  years. 

•  Process  manufacturing,  driven  by  the  need  to  reduce  costs,  continued  to 
re-automating  its  production  processes.  Process  manufacturing  compa- 
nies are  also  modifying  their  information  systems  to  yield  more  cus- 
tomer and  marketing  data.  Information  systems  upgrades  are  necessi- 
tating extensive  investments  in  skills  upgrades  for  professional  staff. 
Professional  services  expenditures  in  process  manufacturing  include 
software  development,  education  and  training,  and  consulting. 

3.  Expenditures  by  Functional  Area 

In  1989,  users'  professional  services  expenditures  were  concentrated  in 
the  following  four  functional  areas: 

•  Manufacturing/business  operations 

•  Accounting/administration  (including  order  entry,  customer  services, 
office  systems) 
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•  Data  processing/telecommunications 

•  Logistics/physical  distribution 

As  shown  in  Exhibit  IV-4,  expenditures  for  professional  services  in 
manufacturing/operations  and  accounting/administration  represent  over 
50%  of  the  1989  total. 


Professional  Services  Expenditures 
by  Functional  Area,  1989 


Functional 
Area 

Expenditures 
($  Billions) 

Percent  of 
Total 

Man uiaciu ring/  business 
Operations 

Accounting/  Administration/ 
Office  Operations 

3.5 

23 

Data  Processing/ 
Telecommunications 

2.4 

16 

Logistics/Distribution 

2.0 

13 

Research  and  Development 

1.4 

9 

Sales  and  Marketing 

1.1 

7 

Human  Resources 

0.1 

1 

Other 

0.5 

3 

Total 

15.2 

100 

The  manufacturing  and  operations  area  encompasses  diverse  professional 
services  activities  such  as  upgrading  systems  for  computer-integrated 
manufacturing,  airline  reservations,  railroad  management,  and  hospital/ 
laboratory  management. 

Expenditures  in  accounting  and  administration  are  spurred  by  the  rela- 
tively rapid  implementation  of  electronic  data  interchange  (EDI)  ser- 
vices. INPUT  segments  EDI-related  professional  services  into  two 
categories,  front-end  and  back-end. 
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•  Front-end  EDI  professional  services  include  the  consulting  and  soft- 
ware modification  necessary  to  implement  EDI  services.  Back-end 
EDI  professional  services,  chiefly  software  modification,  result  from 
the  need  to  modify  existing  or  to  purchase  and  modify  new  accounting 
and  finance  software  to  utilize  EDI  capabilities  fully. 

4.  Expenditures  by  Customer  Size 

Exhibit  IV-5  divides  1989  user  expenditures  by  the  size  of  customer. 
Customer  sizing  information  is  derived  from  data  published  in  The  U.S. 
Industrial  Outlook  and  Sales  and  Marketing  Management  magazine. 

Large  users  control  53%  of  1989  information  systems  expenditures  for 
professional  services.  Midsize  banks  control  a  greater  share  for  profes- 
sional services  than  large  banks.  Midsize  organizations  represent  rela- 
tively significant  expenditures  in  the  federal  government,  discrete 
manufacturing,  and  process  manufacturing  sectors. 

Appendix  A  contains  definitions  of  industry  sectors. 
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EXHIBIT  IV-5 


U.S.  Professional  Services  Expenditures 
by  Organization  Size,  1989 


Industry  Sector 

1989  User  Expenditures 
($  Millions) 

Small 

Medium 

Large 

Total 

Discrete  Manufacturing 

451 

939 

2,364 

3,754 

Process  Manufacturing 

229 

587 

933 

1,749 

Transportation 

39 

50 

99 

188 

Utilities 

35 

78 

108 

221 

Telecommunications 

455 

NA* 

370 

825 

Retail  Distribution 

15 

36 

134 

185 

Wholesale  Distribution 

63 

115 

115 

293 

Banking  and  Finance 

291 

1,072 

587 

1,950 

Insurance 

254 

444 

570 

1,268 

Medical 

27 

76 

126 

229 

Education 

6 

22 

39 

67 

Business  Services 

11 

23 

101 

135 

Consumer  Services 

26 

37 

62 

125 

Federal  Government 

307 

712 

1,012 

2,031 

State  and  Local  Government 

164 

327 

1,583 

2,074 

Miscellaneous  Industries 

19 

26 

45 

90 

Total 

2,392 

4,544 

8,248 

15,184 

*INPUT  divides  telecommunications  into  large  (10  RBOCs,  MCI,  Sprint  AT&T)  and 
small  (1,880  local  telco  carriers). 
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D  

Forecast  by  Submode    1.  Software  Development  Submode 

User  expenditures  for  software  development  in  1989  were  nearly  $9.5 
billion,  making  this  segment  the  largest  of  the  three  professional  services 
submodes.  It  is  expected  to  grow  9%  in  1990  to  $10.4  billion  (see  Ex- 
hibit IV-6).  input's  definition  of  software  development  includes  the 
following  services: 

•  User  requirements  definition 

•  Systems  design 

•  Data  base  design 

•  Programming 

•  Testing 

•  System  modification  and  maintenance 

•  Documentation/technical  vmting 

•  System  conversion 

•  Network  development 

•  Other  services 
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In  general,  software  development  is  driven  by  new  technologies  in 
hardware  and  telecommunications,  new  generations  of  software  prod- 
ucts, and  increasing  purchases  of  information  systems  capabilities  by 
organizations  of  all  sizes.  It  is  also  driven  heavily  by  the  need  to 
integrate  networks,  applications,  and  data  bases. 

Hardware  vendors'  introductions  of  new  central  processors  mean  more 
business  for  professional  services  firms.  A  recent  round  of  product 
introductions  (IBM's  AS/400,  RS6000  and  ESA,  Digital  Equipment 
Corp.'s  VAX  9000  mainframe,  and  new  workstations  from  a  number  of 
vendors)  have  led  to  software  conversion  business  as  users  add  new 
applications  or  modify  existing  software. 

Vendors  that  develop  software  products  do  not  use  the  benefits  of  new 
technologies — such  as  higher  density  disk  and  tape  storage  drives, 
relational  data  base  management  software,  4GLs,  optical  disks,  optical 
scanners,  integrated  voice/data  products,  and  computer-assisted  software 
engineering  (CASE).  However,  there  are  now  professional  services 
vendors  that  support  these  technologies  as  well  as  convert  existing  user 
applications  so  that  they  use  these  technologies. 

Small  businesses  converting  from  manual  methods  or  timesharing  to  in- 
house  microcomputers  or  minicomputers  also  require  software  develop- 
ment. There  are  vendors  who  support  set-up  and  customization  of  newly 
purchased  software  for  small  users.  Some  will  modify  accounting  and 
other  PC  packages  to  support  vertical  market  needs. 

Packaged  software  modification  is  becoming  an  important  component  of 
custom  software  development.  Almost  25%  of  expenditures  for  main- 
frame software  development  activities  can  be  classified  as  software 
modification.  By  listening  to  what  their  customers  need,  software  prod- 
uct vendors  have  directly  contributed  to  the  boom  in  software  develop- 
ment. Mainframe,  minicomputer,  and  microcomputer  software  vendors 
now  offer  more  functionality  for  a  wider  range  of  customers  than  ever. 

The  vertical  sectors  most  heavily  utilizing  software  development  services 
include  manufacturing,  state  and  local  government,  banking  and  finance, 
and  insurance.  Within  manufacturing,  industrial  automation  and  material 
handling  applications  generate  significant  software  development 
opportunities. 

More  international  business  for  U.S.  manufacturing  companies  and 
services  vendors  means  adding  specific  software  features,  such  as  han- 
dling exchange  rates  and  different  currency  denominations  for  purchases 
and  sales.  The  international  aspect,  though,  provides  significant 
opportunity  for  software  development  and  consulting. 
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An  additional  driving  force  for  software  development  is  the  so-called 
trend  toward  standards,  particularly  in  network  operations.  Despite  the 
promulgation  of  numerous  sets  of  standards,  no  true  standards  exist. 
Hardware  and  software  vendors  embedded  proprietary  hooks  in  their 
products  at  levels  requiring  sophisticated  knowledge.  Custom  software 
development  expertise  is  needed  to  overcome  the  advantage  of  standard 
products. 

Finally,  large  organizations,  the  primary  users  of  software  development, 
want  to  improve  the  return  on  their  expenditures  with  professional  ser- 
vices vendors  and  achieve  higher  levels  of  productivity.  Specifically, 
sophisticated  users  want  software  developed  faster  with  better  control  of 
costs. 

2.  Consulting  Submode 

The  consulting  segment  had  1989  user  expenditures  of  $3.4  billion  and  is 
expected  to  grow  12%  in  1990,  to  $3.8  billion.  This  growth  plus  the 
forecast  through  1995  is  depicted  in  Exhibit  IV-7.  According  to  INPUT'S 
definition,  the  consulting  segment  of  professional  services  includes  the 
following: 

•  Software  installation  planning 

•  Information  systems  audit 

•  Security  auditing 

•  Personnel  planning 

•  Policies  and  procedures  development 

•  Network  planning  and  design 

•  Information  systems  strategic  planning 

•  Systems  analysis 

•  Other 

Strategic  and  other  consulting  revenue  has  grown  as  Big  6  accounting 
firms,  CSC,  IBM,  DEC  and  others  have  increased  their  services  in  this 
area.  In  addition,  Booz  Allen  and  McKinsey  have  been  emphasizing 
strategic  consulting  services  which  involve  reviewing  the  impact  of 
information  systems  on  business  planning  as  well  as  the  impact  on  busi- 
ness operations. 

In  addition  to  noting  continued  strong  demand  for  strategic  consulting, 
INPUT  has  evaluated  the  use  of  consulting  services  by  three  categories: 

•  Processing  and  network  services 

•  Software 

•  Information  services  (IS)  management 
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EXHIBIT  IV-7 


Professional  Services  Market 
Consulting  Submode,  1989-1995 

20,- 


Consulting  in  support  of  network  management  services  is  currently  very 
profitable.  The  proliferation  of  LANs,  WANs,  micro-to-mainframe 
links,  electronic  data  interchange  (EDI),  and  ISDN  has  created  strong 
demand  for  people  knowledgeable  in  network  management. 

Software  is  a  broader  category,  encompassing  systems  and  applications 
software.  The  demand  for  systems  software  (and  some  applications 
software)  consulting  is  driven  partially  by  distributed  processing, 
downsizing,  and  workstation  technology.  Consulting  in  the  application 
software  area  also  involves  software  maintenance.  Users  everywhere  are 
searching  for  easier  applications  software  maintenance.  Through  con- 
sulting services,  users  are  better  able  to  select  and  utilize  existing  appli- 
cation generation  programs.  While  these  programs  do  not  solve  all  of  a 
user's  problems,  they  represent  an  immediate  step  in  the  right  direction. 

The  new  consulting  services  phrase,  information  systems  change  man- 
agement, describes  the  process  of  moving  the  information  systems 
process  from  a  centralized,  impersonal  organization  to  one  with  more 
focus  on  computing  end  users.  This  new  focus  includes  increased  user 
support  and  training. 
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Vertical  sectors  with  the  greatest  need  for  consulting  services  are 
manufacturing,  transportation,  and  insurance. 

3.  Education  and  Training  Submode 

Education  and  training,  at  $2.2  billion  or  about  11%  of  total  1989  user 
expenditures,  is  the  smallest  segment  in  the  professional  services  delivery 
mode.  This  number,  illustrated  in  Exhibit  IV-8,  represents  only  external 
user  expenditures  for  such  services;  monies  spent  for  internal  training  are 
not  reflected  in  the  figures.  The  education  and  training  submode  will 
grow  at  a  CAGR  of  1 1%,  reaching  approximately  $4.1  billion  in  1995 


EXHIBIT  IV-8 


Professional  Services  Market 
Education  and  Training  Submode,  1989-1995 
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The  importance  of  education  and  training  far  exceeds  its  position  based 
on  user  expenditures  relative  to  consulting,  software  development,  or 
systems  operations.  It  is  the  foundation  upon  which  information  services 
vendors  and  large  commercial,  government,  and  services  customers  base 
their  expertise. 

As  this  segment  matures,  services  are  becoming  increasingly  specialized. 
Specifically,  education  and  training  covers  the  following  types  of 
services: 
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•  Methodology  and  software  engineering 

•  Systems  software 

•  Hardware  platforms 

•  Technology 

•  Information  systems  management 

Education  and  training  for  systems  software  products  covers  UNIX  and 
open  systems  as  well  as,  IBM's  CICS  and  DB2,  and  Digital's  RDB  data 
base  management  systems. 

The  introduction  of  new  hardware  platforms  forces  users  and  software 
developers  to  learn  the  technical  ins  and  outs  of  these  products.  Digital 
Equipment's  introduction  several  years  ago  of  its  MicroVAX  line  of 
workstations  and  IBM's  recent  introduction  of  the  AS/400  midrange 
system  automatically  necessitated  training  and  education  for  users  and 
developers. 

Information  systems  managers  as  well  as  non-IS  managers  need  high- 
level  information  on  emerging  technologies,  such  as  imaging  systems, 
robotics,  industrial  automation,  AI,  LANs,  telecommunications,  data 
communications,  and  voice/data  integration. 

Information  systems  managers  require  exposure  to  new  methodologies 
for  running  the  IS  department.  Education  and  training  is  required  in 
order  to  keep  up  with  changes  in  project  management  and  software 
development  methodologies. 

No  longer  are  separate  formal  training  classes  offered  to  users  and 
vendors.  Now,  employees  from  client  companies  can  take  classes  for- 
merly offered  only  to  members  of  the  vendor  technical  staff.  INPUT 
market  data  reflects  user  expenditures  for  such  classes. 


Current  Market  The  recent  maturation  of  the  professional  services  market  has  led  to  the 

Situation  following  trends: 

•  New  market  segmentation  by  users 

•  Differentiation  of  vendor  services  using  proprietary  products 

•  Narrowing  of  specialized  alliances  between  hardware  vendors  and 
professional  services  firms 

Exhibit  IV-9  summarizes  the  current  situation  in  the  professional  ser- 
vices market.  Segmenting  the  market  is  one  way  to  evaluate  professional 
services  activities.  While  the  professional  services  market  can  be  seg- 
mented on  the  basis  of  category  of  service  provider  and  vendor 
capabilities,  INPUT  has  identified  three  user-based  market  segments. 
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EXHIBIT  IV-9 


Current  Situation  in 
Professional  Services  Market 


New  segmentation  by  users 

More  vendor  differentiation  of  services  provided 

Narrowing  of  specialized  alliances 


Firstly,  user  firms  are  segmenting  the  market  based  on  the  size  of  the 
professional  services  firm.  The  largest  manufacturing,  financial  services, 
transportation,  or  utility  organizations  require  the  largest  professional 
services  firms.  These  firms'  expertise,  international  experience,  propri- 
etary products,  project  management  skills,  and,  most  importantly,  solid 
financial  position  ensure  that  they  will  receive  at  least  a  request  for 
proposal  (RFP)  to  bid  on  the  project. 

Secondly,  users  divide  the  professional  services  market  into  vendors  with 
unique  capabilities  and  those  offering  traditional  services.  Vendors  have 
developed  technical  expertise  in  telecommunications  and  data  manage- 
ment, proprietary  software  in  computer-aided  software  engineering 
(CASE),  and  project  management  as  the  basis  for  differentiation  and 
maintain  this  differentiation  by  not  selling  their  products  directly  to  users. 
Some  vendors  have  also  developed  vertical  industry  software  products 
which  are  not  sold  directly  to  customers,  but  are  used  to  differentiate 
professional  services. 

Thirdly,  a  key  characteristic  of  the  professional  services  business  is  the 
flexible  relationships  between  hardware  vendors  and  vendors  that  prima- 
rily provide  services.  In  this  market  segment,  hardware  vendors  team 
with  professional  services  vendors  for  one  project,  then  compete 
vigorously  with  one  another  for  a  different  project. 

In  the  next  two  or  three  years,  professional  services  vendors  will  form 
stronger  alliances  with  specific  hardware  vendors.  This  new  marketing 
approach  will  result  from  the  increasing  level  of  specialized  knowledge 
required  and  from  smaller  services  vendors'  inability  to  make  a  substan- 
tial investment  in  training  an  internal  staff  on  hardware  and  systems 
software  products. 
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Professional  Services 
Component  of 
Systems  Integration 


Systems  integration  (SI)  projects  include  the  following  major  compo- 
nents: 

•  Computer  equipment 

•  Telecommunications  equipment 

•  Packaged  software 

•  Professional  services 


Exhibit  IV- 10  identifies  four  professional  services  activities  associated 
with  SI  projects: 

•  Consulting 

•  Implementation 

•  Project  management 

•  Project  support 


EXHIBIT  IV-10 


Professional  Services  Components  of  Systems  Integration 
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■  Education  and  Training 

■  Documentation 
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Successful  vendors  will  develop  capabilities  in  all  areas,  either  in-house 
or  through  alliances  with  third-party  vendors. 

Exhibit  rV-11  indicates  that  expenditures  for  professional  services  in 
systems  integration  will  grow  at  a  20%  compound  annual  rate  through 
1995,  reaching  $8.4  billion.  This  represents  about  27%  of  the  profes- 
sional services  market.  Systems  integration  and  regular  professional 
services  will  be  nearly  a  $40  billion  combined  market  in  1995,  without 
including  the  customization  of  software  products  for  turnkey  systems, 
which  also  falls  under  professional  services. 


Professional  Services  Portion  of 
Systems  Integration  Market,  1989-1995 

20 


Reflecting  the  high  value  added,  professional  services  is  the  largest  and 
fastest-growing  component  of  SI.  Consulting  services  are  frequently  the 
precursor  of  most  systems  integration  projects.  Overall  planning  assis- 
tance, strategic  consulting,  feasibility  studies,  and  cost/effectiveness 
trade-off  studies  guide  the  client  to  plan  for  the  desired  solution. 

Fees  paid  to  the  integrator  for  planning,  scheduling,  and  controlling  the 
materials  and  human  resources  for  the  project  represent  another  profes- 
sional service.  Project  management  (PM)  also  involves  project  monitor- 
ing and  status  reporting  to  the  client  and  risk  assumption  by  the  vendor. 
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The  development  of  new  and  customized  software,  the  conversion  of 
existing  software,  or  the  modification  of  commercial  software  packages 
are  key  professional  services  in  SI.  The  level  of  these  services  varies  by 
industry;  however,  the  leading  industries  are,  in  order,  as  follows: 

•  Discrete  manufacturing 

•  State  and  local  government 

•  Banking  and  finance 

Education  and  training  of  client  staff  on  the  operation  of  the  system  and 
the  complete  set  of  documentation  for  the  project  are  also  critical  to  the 
success  of  an  SI  project. 

Some  major  projects  require  that  the  vendor  operate  and  maintain  the 
developed  system  for  a  specified  time.  This  is  vendor- staffed,  on-site 
support  of  the  system,  or  system  operations.  Under  some  contracts, 
maintenance  is  under  warranty  for  a  defined  period,  while  under  other 
contracts,  operations  and  maintenance  is  a  specifically  negotiated  ar- 
rangement marking  the  transition  of  the  system  from  the  "prime 
contractor"  vendor  to  the  client. 

G  

Overlap  with  Data  INPUT'S  Customer  Service  Program  tracks  maintenance  and  support 
from  input's  activities  by  computer  systems  manufacturers,  software  vendors,  and 

Customer  Service  independent  maintenance  vendors. 

Program  Faced  with  slowing  growth  rates  in  computer  hardware  maintenance 

revenues  because  of  improving  product  reliability,  increased  competi- 
tion, and  increased  pressure  from  users  to  reduce  prices,  many  service 
organizations  have  identified  professional  services  as  an  important 
growth  market. 

While  specific  activities  may  vary  among  different  vendors'  offerings  in 
the  professional  services  area,  the  basic  concept  defining  professional 
services  is  that  customer  services-based  professional  services  is  any 
service  performed  for  a  fee  that  improves  the  performance  of  a  computer 
system. 

INPUT  refines  this  definition  to  include  only  those  services  that  are 
appropriately  managed  or  performed  by  the  service  organization  that 
affect  the  system's  support  requirements  or  ability  to  be  serviced.  Those 
activities  include: 


•  Planning  (environmental,  site,  and  installation) 

•  Consulting  (performance  optimization,  network  planning  and  design, 
network  implementation,  or  cabling) 
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•  Training  (on  the  maintenance  of  the  system) 

•  Relocation  and  reinstallation 

•  Site  management  (also  known  as  multivendor  service  coordination) 

Exhibit  rV-12  presents  INPUT'S  forecast  for  customer  services-related 
professional  services.  These  relatively  high  growth  rates  are  reasonable, 
given  growing  user  demand  for  increased  system  reliability  and 
availability  and  increasing  user  activity  in  these  support  areas. 


EXHIBIT  IV-12 


Customer  Services-Based 
Professional  Services  Market,  1990-1995 
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For  example,  IBM  has  announced  three  major  professional  services 
offerings. 

•  The  first.  Customized  Operational  Services  (COS),  is  a  series  of  site 
management  and  planning  services  that  include  the  following: 

-  Site  readiness  services 

-  Contractor  services 

-  Installation  management 

-  Cabling 

-  Data  center  evaluation  and  design  consulting 

-  Relocation  planning  and  management  services 
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In  keeping  with  the  customized  nature  of  professional  services,  IBM 
prices  COS  on  a  case-by-case  basis. 

•  A  second  major  IBM  professional  service  offering  is  its  Technical 
Services  Management  (TSM)  program,  under  which  IBM  provides 
multivendor  support  for  users,  either  subcontracting  the  service  or,  at 
IBM's  discretion,  offering  the  third-party  service  itself. 

•  A  third  major  offering  by  IBM  is  Telecommunications  Services 
Network  Support.  This  offering  provides  TSM-like  multivendor 
support  on  a  wide  range  of  telecommunications  and  data  communica- 
tions products.  Services  range  from  network  problem  identification  to 
fix  verification  from  IBM's  Network  Support  Center. 

Digital  Equipment  Corporation  has  also  announced  two  multivendor 
services: 

•  Enterprise-Wide  Services  is  a  comprehensive  package  of  planning, 
program  management,  and  integrated  support  services  drawing  from 
selected  service  alliances  that  Digital  expects  to  sign  with  leading 
service  vendors. 


•  Its  Network  Enterprise  Management  Program  serves  as  a  platform  for 
existing  network  planning  and  support  services,  and  adds  new  services 
resulting  from  alliances  with  leading  telecommunications  vendors. 

Hewlett-Packard  has  also  entered  the  world  of  multivendor  service, 
introducing  its  Multivendor  Support  Operation  and  a  Strategic  Partners 
Program,  which  is  designed  to  attract  OEMs  with  litde  or  no  service 
presence. 

Independent  maintenance  organizations  also  recognized  the  need  to 
compete  in  the  professional  services  market.  CDC's  organization  intro- 
duced an  operating  system  software  maintenance  planning  and  manage- 
ment service  called  Total  Operating  Performance  Package  (TOPP). 
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Issues  and  Trends 


A  

Introduction  Before  discussing  the  professional  services  market  and  competitors,  it  is 

useful  to  identify  and  discuss  key  issues  and  trends  in  the  information 
systems  business. 

Certain  issues  and  trends  discussed  below  are  oriented  to  the  overall  IS 
market;  others  focus  on  the  U.S.  professional  services  market. 

1.  Major  Issues  in  Information  Systems 

In  response  to  sluggish  sales,  competitive  business  activity,  or  both, 
corporate  management  and  information  systems  buyers  are  most  con- 
cerned with  steps  that  can  improve  the  ability  to  market,  sell,  and  support 
or  improve  the  design,  manufacture,  and  quality  of  products  and  services. 

As  shown  in  Exhibit  V-1,  the  importance  of  sales  and  competition, 
particularly  foreign  competition,  has  given  executives  in  certain  user 
areas  more  influence  in  the  determination  of  information  system  expendi- 
tures. These  buyers  are  interested  in  improved  order  entry  and  customer 
service  systems  and  in  upgrades  to  manufacturing  systems,  according  to 
user  executives.  As  a  result,  new  administrative,  human  resources  sys- 
tems, and  other  applications  are  being  delayed  at  some  companies. 

Corporate  management  and  influential  buyers  are  interested  in  achieving 
results  that  address  current  situations,  but  they  are  sensitive  to  the  eco- 
nomic climate  and  to  the  complexity  of  systems  solutions  that  have 
created  interesting  challenges  for  informations  services  executives  and 
vendors  in  the  information  services  industry.  These  buyers  are  going  to 
talk  to  information  systems  personnel  or  outside  firms  that  understand 
their  needs  and  have  ideas  about  solutions.  However  these  buyers  and 
corporate  executives  are  seeking  cost-effective  solutions  that  may  require 
complex  steps,  such  as  the  integration  of  data  bases  or  networks  or  the 
development  of  distributed  systems. 
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Information  Systems— Major  Buyer  Issues 

•  Sluggish  sales 

•  Market  penetration  by  competitors 

•  Sensitivity  to  tlie  economic  climate 

•  Comoiexitv  of  svstems  solutions 

\^  111  1^  1      r\  1  ^  T          1          T       *      III        ^^^^  1       ^  1       1  1 

•  Allocation  of  IS  expenditures 

•  Selection  of  information  services 

•  Coordinating  the  use  of  technology 

•  Shortages  of  technical  expertise 

According  to  an  information  systems  executive  assigned  to  a  user  depart- 
ment at  a  large  investment  firm  and  a  systems  planning  official  at  a 
manufacturing  company,  current  economic  uncertainty  and  the  complex- 
ity of  needed  solutions  will  lead  to  phased  solutions  in  many  circum- 
stances. Where  a  new  or  changed  application  can  be  implemented  that 
will  meet  current  needs  within  a  short  time,  it  will  be  done.  Plans  or 
guidelines  that  will  facilitate  future  network  or  application  and  data  base 
integration  will  be  considered  but  will  not  be  overriding  factors. 

The  information  systems  executive  assigned  to  the  user  department 
selected  equipment,  software  packages,  and  network  steps  that  a  profes- 
sional services  firm  and  the  corporate  information  systems  group  agreed 
would  be  compatible  with  the  range  of  possibilities  under  consideration 
for  longer  range  plans. 

The  professional  services  firm  chosen  to  perform  the  consulting  services 
was  chosen  for  its  expertise  in  systems  planning.  A  separate  professional 
services  firm  was  chosen  to  implement  the  short-term  solution  based  on 
its  experience  with  the  computing  equipment  and  open  systems  platform 
being  chosen.  During  the  process  of  evaluating  alternatives  to  meet  the 
current  sales  problems,  professional  service  firms,  systems  integrators, 
vendors  offering  outsourcing  solutions,  and  application  software  vendors 
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called  upon  the  company  and  offered  ideas.  The  difficulty  of  evaluating 
inforaiation  services  alternatives  and  selecting  vendors  illustrated  a  major 
issue  confronting  information  systems  buyers,  as  indicated  in  Exhibit 
V-1.  The  IS  executive  noted  that  the  information  systems  function  has  to 
be  proactive,  in  these  situations,  a  professional  services  firms  must  be 
selected  that  can  help  get  the  job  done  immediately.  Otherwise,  the  user 
might  choose  to  go  to  an  SI  or  outsourcing  vendor  that  would  take  care  of 
all  problems,  short  or  long  term. 

Coordinating  the  use  of  technology  is  also  a  major  problem  to  informa- 
tion system  users,  as  illustrated  by  the  above  examples.  A  user  at  a  major 
energy  company  noted  that  his  division  had  just  discovered  that  their 
open  systems  development  of  a  new  application  was  not  compatible  with 
open  systems  work  in  other  divisions.  Their  internal  developers  did  not 
have  sufficient  expertise  with  open  systems  to  anticipate  this  problem. 

Shortages  of  expertise  are  reported  by  many  companies  in  areas  ranging 
from  open  systems  to  the  use  of  relational  data  bases,  CASE  tools,  or 
imaging  techniques.  A  large  systems  group  at  the  major  energy  firm 
referred  to  above  has  been  constantly  seeking  expertise  (real  experience) 
in  the  use  of  certain  network  software  as  well  as  in  the  LU  6.2  interface. 
The  need  for  and  shortages  of  technical  skills,  in  particular  for  newer 
technologies,  is  recognized  by  a  number  of  professional  services  vendors, 
and  many  are  now  exploiting  the  capabilities  of  their  staffs  in  seeking 
business. 

2.  Professional  Services  Vendor  Issues 

As  indicated  in  Exhibit  V-2,  competition  and  the  need  to  sell  more  effec- 
tively are  primary  vendor  issues.  Not  only  are  there  more  professional 
services  firms  chasing  a  relatively  constant  client  base,  but  there  are 
additional  types  of  firms  competing  for  professional  services  business  in 
a  tighten  market  caused  by  economic  conditions.  Application  and  sys- 
tems software  firms  have  added  professional  services  activities  to  help 
sell  software  and  increase  revenues  when  opportunities  appear.  Public 
accounting  firms  and  systems  integrators  may  compete  for  large  and 
small  system  development  jobs  when  they  surface  at  existing  clients. 
Even  some  vendors  of  computing  equipment  may  bid  for  systems  appli- 
cation jobs  that  may  not  use  their  equipment  if  the  jobs  are  large  enough 
and  if  they  are  in  areas  of  vertical  markets  where  the  vendors  are 
experienced. 

In  the  face  of  this  competition,  professional  services  vendors  are  finding 
that  they  cannot  rely  solely  on  telemarketing  and  personal  contact  by 
sales  representatives.  Account  representatives  and  literature  have  to 
portray  the  technical  strengths  and  vertical  market  knowledge  of  the 
professional  services  firm.  Account  representatives  and  the  staff  of  the 
firm  may  also  have  to  be  prepared  to  offer  consulting  services,  which 
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Professional  Services 

Major  Vendor  Issues 

•  Sales  effectiveness 

•  Increasing  competition 

•  Value-added  capabilities 

•  Technical  capabilities 

•  Knowledge  of  vertical  markets 

•  Consulting  skills 

•  Alliances  and  other  arrangements 

may  be  required  to  help  conceptualize,  plan,  and  justify  development 
projects.  Otherwise,  the  professional  services  or  other  vendor  that  can 
offer  this  consulting  will  be  in  an  excellent  position  to  win  the  job. 
Consulting  services  that  can  address  business  change  or  the  operation  of 
critical  systems  also  provide  means  of  working  with  higher  levels  of 
client  management  and  gaining  substantially  more  revenue. 

As  Exhibit  V-2  indicates,  the  use  of  value-added  capabilities  is  also  a 
major  vendor  issue  today.  These  capabilities  may  be  necessary  to  win 
jobs  such  as  assignments  in  networking  or  the  implementation  of  a  DB2 
data  base  where  the  prospect  may  investigate  credentials  before  awarding 
contracts  for  people  or  for  projects.  The  capabilities  may  also  enable  the 
professional  services  vendor  to  participate  in  planning  for  the  project  or 
ensure  that  the  vendor  is  less  subject  to  cuts  in  work  due  to  shortages  or 
cutbacks  in  project  funding.  Information  services  vendors  report  that 
traditional  professional  services  work  is  harder  to  obtain  and  is  growing 
at  a  slower  rate  in  today's  market  than  services  that  involve  value-added 
capabilities.  Several  vendors  report  that  they  are  considering  plans  that 
would  expand  their  abilities  to  offer  expanded  technical  capabilities. 

Alliances  and  arrangements  with  software  products  vendors  (e.g.,  appli- 
cations, data  base,  or  CASE  tools)  or  processing  services  vendors  pro- 
vide professional  services  vendors  with  additional  offerings  in  their  sales 
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activity.  As  a  representative  of  one  professional  services  firm  said,  "If 
you  have  the  opportunity  to  meet  buyers,  you  want  to  have  enough 
services  to  offer  so  that  you  can  walk  away  with  some  business."  Of 
course,  these  alliances  also  enable  professional  services  vendors  to 
enhance  their  image  as  a  value-added  service. 


Key  Information  1.  Computer  Manufacturers'  Role 

Systems  Trends 

for  the  1990s  ^'^^^^      1980s,  computer  hardware  vendors  relied  greatly  on  the  use  of 

professional  services  to  help  sell  hardware.  These  services,  which  helped 
to  develop  or  modify  applications  to  meet  user  needs,  were  a  chief 
method  of  selling  computing  equipment  as  well  as  applications  and 
system  software  products. 

During  the  1980s,  the  price,  performance,  and  capability  of  application 
software  became  major  factors  in  the  sale  of  a  computing  system  and 
information  services.  The  decade  was  marked  by  the  arrangements  made 
between  computer  manufacturers  and  the  developers  of  applications  that 
helped  to  sell  their  hardware.  The  manufacturers  helped  to  fund  or 
provided  resources  to  aid  development,  invested  in  software  companies, 
and  sold  their  products. 

2.  Information  Systems  Market  Structure 

Exhibits  V-3  and  V-4  depict  INPUT'S  view  of  the  changing  information 
services  market.  This  market  in  the  1980s,  portrayed  in  Exhibit  V-3,  had 
software  products  at  its  center.  Software  products  integrate  the  other  four 
information  services  delivery  modes. 

More  recently,  users'  needs  are  being  fulfilled  through  the  offering  of 
integrated  solutions  often  provided  by  a  single  vendor.  As  the  1990s 
unfold,  the  longer-term  view,  as  shown  in  Exhibit  V-4,  is  that  the  unify- 
ing force  in  the  industry  will  become  support  services.  When  a  customer 
buys  computer  systems  or  application  software;  processing,  professional, 
or  network  services;  or  turnkey  systems  from  one  or  more  vendors,  one 
vendor  will  act  as  the  primary  integrator  through  its  support  services 
infrastructure. 
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EXHIBIT  V-3 


Information  Services  Marltet  Structure— 1980s 


Processing 
Services 


Software 
Products 


Professional 
Services 


Turnkey 
Systems 


Network 
Services 


EXHIBIT  V-4 


Information  Services  Market  Structure — 1990s 


Processing 
Services 


Software 


Integrated 
Solutions 


Professional 
Services 


Turnkey 
Systems 


Network 
Services 


3.  Information  Services  Market  Internationalization 

Like  the  manufacturing  and  financial  services  markets,  because  of  legal 
considerations  and  actions  by  vendors  and  buyers,  the  information 
services  market  is  broadening  its  scope  of  products  and  services. 

As  indicated  in  Exhibit  V-5,  market  barriers  will  soften  in  two  key 
markets.  Western  Europe  and  North  America.  The  1992  agreement 
between  the  European  Economic  Community  (EEC)  member  states  will 
ease  movement  of  goods,  services,  and  capital  across  Europe.  In  North 
America,  trade  barriers  between  Canada,  Mexico,  and  the  U.S.  are 
rapidly  diminishing. 
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Customers  buying  information  systems  products  and  services  are  includ- 
ing some  form  of  international  capabilities  in  their  specifications.  These 
requirements  include  support  for  certain  international  communications 
protocols  and  distributed  processing  environments,  and  most  importantly, 
post-sale  service  and  support  in  Western  Europe,  the  Far  East,  and 
potentially  Eastern  Europe. 


EXHIBIT  V-5 


Internationalization  of  End  Users 

•  Collapsing  market  barriers 

-  Western  Europe 

-  North  America 

•  Growing  market  interest/participation 
-  Pacific  Rim 

•  Internationalization  of  buyer 
requirements 

Professional  Services 
Market — Driving 
Forces 


Increasing  user  and  corporate  attention  to  the  need  to  increase  competi- 
tiveness and  continuing  application  backlogs  result  in  ongoing  demand 
for  professional  services,  as  indicated  in  Exhibit  V-6.  The  creation  or 
enlargement  of  user  systems  capabilities  is  not  sufficient  for  improving 
competitiveness.  Users  note  that  they  need  multiple  vendors  to  imple- 
ment new  order  entry,  customer  service,  and  manufacturing  systems.  In 
addition  to  increased  attention  on  these  needs,  there  are  backlogs  of  other 
application  requests  that  represent  at  least  one  to  two  years  of  work, 
according  to  users. 

A  result  of  the  record  number  of  mergers  and  acquisitions  during  the  last 
few  years  is  a  large  volume  of  application  integration  or  replacement 
work  that  will  require  significant  technical  expertise.  Professional  ser- 
vices vendors  have  begun  to  feel  the  impact  of  this  increased  demand. 

The  lack  of  skilled  personnel  to  handle  mergers,  or  other  complex  sys- 
tems and  technologies  required  by  users,  is  a  driver  for  the  use  of  profes- 
sional services  firms.  Account  managers  from  several  vendors  state  that 
the  ability  to  offer  certain  technical  skills  is  a  door  opener  at  many  com- 
panies. However,  these  vendors  also  face  the  problem  of  locating  and 
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holding  on  to  skilled  personnel.  Because  they  work  closely  with  vendors 
of  hardware  and  software,  they  sometimes  have  more  opportunity  than 
users  to  anticipate  needs  for  and  obtain  critical  skills. 


Professional  Services  Market — 

Driving  Forces 

•  Ussr  Drsssures  to  increase  comDetitiveness 

w  W  1    1^  1  w  WW  U  1  WW    I W    1  1  1  wl  w  b4w  w  WW  III  l^w  L 1  LI  V  w  1  1  www 

•  Recent  merger  and  acquisition  activity 

•  Continuing  applications  backlog 

•  Lack  of  skilled  personnel 

•  Growth  of  network  applications 

•  Amount  of  proprietary  systems  in  use 

•  Growth  of  consulting  services 

Another  advantage  that  professional  services  firms  have  in  improving 
strength  in  specific  technology  areas — such  as  the  implementation  of 
communication  networks — is  that  they  can  develop  the  business  base  to 
continue  to  train  new  personnel.  This  is  particularly  valuable  in  network 
assignments,  as  noted  in  Exhibit  V-7. 

Professional  services  work  is  also  driven  by  the  need  to  upgrade  from 
one  language,  machine,  data  base,  or  network  to  another.  The  number  of 
people  and  the  expertise  required  will  often  be  more  than  a  user  or 
company  can  provide.  Attempts  are  being  made  to  lessen  this  burden 
through  the  use  of  open  systems.  The  eventual  use  of  software  engineer- 
ing techniques  to  generate  applications  for  a  new  environment  also  offers 
promise.  For  the  near  future,  professional  services  firms  will  be  needed 
to  aid  in  the  use  of  new  approaches  as  well  as  with  the  great  volume  of 
proprietary  software  in  use. 

Professional  services  firms,  from  large  (CSC)  to  small  (Boston  Systems 
Group),  are  finding  increased  need  for  consulting  services.  The  consult- 
ing services  being  sold  by  professional  services  firms  include  systems 
planning  assignments  as  well  as  work  on  the  technological  means  of 
supporting  new  product  plans.  These  assignments  are  another  driver  for 
professional  services  firms. 
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D  

Professional  Services 
Market — Growth 
Inhibitors 


The  professional  services  market  can  be  affected  by  various  inhibitors, 
including  the  current  economic  downturn,  as  indicated  in  Exhibit  V-7. 

The  greatest  near-term  inhibitor  is  the  economic  downturn,  which  may 
cause  users  to  delay  projects  and  handle  more  development  inside  to  save 
money.  This  inhibitor  is  currently  having  an  impact  on  "plain  vanilla" 
professional  services  firms  that  have  people  with  standard  skills,  such  as 
a  knowledge  of  COBOL.  Firms  that  have  people  with  more  critical 
skills,  such  as  network  and  data  base  integration  experience,  are  not 
suffering  as  many  cutbacks. 


EXHIBIT  V-7 


Professional  Services  Marl<et — 
Growth  Inhibitors 

•  Significant  economic  downturn 

•  Increased  power  of  application 
development  tools 

•  Lack  of  personnel  with  critical  technical  skills 

•  Movement  of  prospects  to  systems  integration 
or  outsourcing 

•  Slowing  of  information  services  industry 

The  use  of  more  powerful  software  engineering  tools  could  reduce  the 
work  of  professional  service  vendors  in  the  future.  In  the  near  term,  these 
vendors  are  finding  opportunity  in  the  support  of  new  software  engineer- 
ing tools  and  techniques.  For  some  time,  the  evolution  of  this  capability 
should  provide  opportunities  for  vendors.  One  energy  company  that  has 
had  success  in  using  software  engineering  techniques  to  reduce  the  work 
of  COBOL  programmers  notes  that  it  has  increased  need  for  higher-level 
skills  to  support  the  use  of  tools,  particularly  in  attempts  to  implement 
very  complex  new  applications. 

Vendors  that  cannot  find  ways  to  locate,  hire,  train,  and  retain  individuals 
with  critical  skills  will  find  their  growth  inhibited. 
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The  movement  of  corporations  away  from  the  use  of  professional  ser- 
vices toward  the  use  of  systems  integration  or  outsourcing  is  an  inhibitor 
and  has  reduced  the  growth  of  traditional  professional  services  work. 

Although  systems  integration  is  currently  popular,  it  appears  unlikely 
that  the  vast  majority  of  corporations  will  choose  it.  Several  information 
systems  executives  feel  that  internal  IS  groups  could  become  more  active 
as  integrators  in  their  companies,  and  they  will  go  to  professional 
services  firms  for  the  skills  they  lack. 

E  

Professional  Services  The  relationship  between  professional  services  and  systems  integration  is 
and  Systems  outlined  in  Exhibit  V-8. 

Integration  .        .  , 

There  is  a  professional  services  component  to  systems  integration,  but 

systems  integration  includes  planning,  managing,  and  implementing  a 
solution  on  the  equipment  or  facilities  required  for  the  solution.  It  also 
includes  a  significant  systems  management  element  where  the  systems 
integrator  assumes  overall  responsibility  for  the  entire  project,  including 
any  subcontractors.  The  level  of  management  responsibility  is  signifi- 
cantly less  in  almost  all  professional  services  engagements.  The  reader  is 
referred  to  INPUT'S  report,  U.S.  Systems  Integration  Market,  1990-1995, 
for  additional  information. 


EXHIBIT  V-8 


Differences  between  Professional  Services  and 
Systems  Integration 


Category 

Professional  Services 

Systems  Integration 

Project  Duration 

Can  be  continuous 

Limited 

Project  Management 
Responsibility 

Usually  customer 

Prime  contractor 

Computer  Equipment 
Selection 

Customer 

Prime  contractor  for 
customer 

Services  Provided 

Often  a  single  service 
(e.g.,  software 
development) 

Usually  multiservice, 
including  hardware/ 
software  integration 

Pricing 

Time  and  materials 

Fixed-price 

Item  Purchased 

Resources 

A  solution 
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Competition 


A  

Introduction  The  leading  vendors  in  the  U.S.  professional  services  market  and  various 

market  segments  are  identified  in  this  chapter.  Professional  services, 
defined  as  those  information  systems-related  services  performed  for 
customers,  include  the  following: 

•  Software  development 

•  Consulting 

•  Education  and  training 

These  services  may  also  be  delivered  with  other  capabilities  as  part  of 
systems  integration  services.  As  the  concept  of  systems  integration 
became  distinguishable  in  its  focus  on  delivering  solution  services,  as 
well  as  in  its  different  growth  rate  and  marketing  methods,  it  became 
meaningful  to  treat  SI  as  separate  from  professional  services.  One  other 
component  of  professional  services,  facility  management,  has  been 
reclassified  as  part  of  systems  operation  since  it  involves  operational 
processes. 

B  

Market  Leaders  The  top  vendors  of  professional  services  in  the  United  States,  listed  in 

Exhibit  V-1,  include  many  companies  devoted  chiefly  to  other  products 
and  services,  including  manufacturers  of  computers  and  other  products, 
public  accountants,  and  a  phone  company  subsidiary.  Only  six  of  the  20 
top  firms  are  devoted  to  professional  services. 

A  number  of  the  top  firms  in  professional  services,  including  CSC, 
Unisys,  and  KPMG,  began  to  increase  their  emphasis  of  systems  integra- 
tion relative  to  professional  services  during  1989.  This  has  changed  the 
ranking  of  vendors  in  both  professional  services  and  SI  categories. 

Many  of  the  top  professional  service  vendors  are  suppliers  to  the  federal 
government,  including  IBM,  EDS,  CSC,  Black  and  Decker,  BDM 
International,  Logicon,  and  Unisys. 
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Largest  U.S.  Professional  Services  Vendors,  1989 


Rank 

Vendor 

Professional  Services 
Revenues 
($  Millions)* 

1 

IBM 

410 

2 

EDS 

396 

3 

CSC 

380 

4 

Andersen  Consulting 

287 

5 

Black  &  Decker 

211 

6 

NYNEX 

202 

6 

Logicon 

202** 

8 

Unisys 

200 

9 

CGA 

196 

10 

Coopers  &  Lybrand 

181 

11 

BDM  International 

170** 

12 

A.D.  Little 

165 

12 

Ernst  &  Young 

165 

14 

Harris  Corp. 

150 

15 

Hewlett-Packard 

146 

15 

CTG 

137 

16 

NCR 

130 

17 

Price  Waterhouse 

120 

18 

Grumman 

117 

19 

Deloitte  &  louche 

114 

20 

Applied  Learning 

113 

21 

KPMG 

106 

22 

Martin  Marietta 

104 

*Does  not  include  professional  services  sold  as  a  component  of 
systems  integration. 

**More  specialized  types  of  professional  service  work  included. 
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This  category  of  services  firms  has  the  greatest  number  of  vendors  among 
the  top  performers  and  is  dominated  by  the  Big  6  public  accounting 
firms:  Andersen  Consulting  (the  business  organization  set  up  by  the 
partners  of  Arthur  Andersen  in  view  of  the  size  and  growth  of  the  non- 
accounting  business),  Ernst  &  Young,  Coopers  &  Lybrand,  Price 
Waterhouse,  Deloitte  &  Touche,  and  KPMG  Peat  Marwick.  Several  of 
these  public  accounting  firms  perform  systems  integration  work  as  well, 
notably  Andersen  Consulting  and  KPMG.  Andersen  Consulting  has  also 
moved  aggressively  into  systems  operations. 

The  trend  toward  expansion  of  SI  services  by  leading  vendors  of  profes- 
sional services  is  illustrated  in  Exhibit  VI-2,  where  the  1989  revenue  is 
indicated  for  professional  services  and  systems  integration.  Exhibit  VI-3 
ranks  the  top  vendors  in  terms  of  their  professional  services  and  systems 
integration  revenues. 

•  The  top  four  vendors,  IBM,  EDS,  Andersen,  and  CSC  remain  in  domi- 
nant positions,  however  vendors  such  as  Martin  Marietta  and  Grumman 
ascend  in  rank  and  the  overall  order  of  vendors  changes.  DEC,  a  late 
entry  to  the  professional  services  sector  shows  up  as  a  leader  in  systems 
integration. 

•  In  addition,  these  leading  professional  service  firms  are  also  turning 
attention  to  systems  operation  (outsourcing)  to  expand  their  revenues. 
EDS  and  Andersen  Consulting  are  particularly  active  in  these  areas. 
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EXHIBIT  VI-2 


Leading  Professional  Services  Vendors,1989 
Professional  Services  and 
Systems  Integration  Revenues 


VGndor 

$  Millions 

Professional  Services 

pp\/pni  iPQ 

Systems  Integration 

Ppwpnr  ipc 

IdM 

41 U 

you 

396 

C  AC 

545 

ooU 

Ar\r\ 

Mnaersen  uonsuiiing 

boU 

biacK  &  uecKer 

1 1 1 

1  yn- 

MVMPY 
IN  T  INtIA 

i  nn 
1 00 

LOylCOn 

or>o 

Unisys 

QQQ 

1  sO 

00 

C.C. 

v^oopers  &  LyDranu 

A  OH 

1  o  1 

4o 

BDM  IntGrnational 

1 70 

oo 

Ernst  &  Young 

42 

A  D  Littip 

165 

Harris  Corp. 

150 

CTG 

137 

79 

Grumman 

117 

220 

Deloitte  &  Touche 

114 

29 

Applied  Learning 

113 

KPMG  Peat  Marwick 

106 

97 

Martin  Marietta 

104 

337 

DEC 

69 

280 
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Ranking  of  Professional  Services  Vendors — 
Based  on  1989  Revenues 


Vendor 

Rank  Based  on 

Professional  Services 
Revenues 

Systems  Integration 
Revenues 

I D  ^  /I 
IbM 

■1 
1 

1 

o 

o 

o 
o 

A 

AnaGrsen  uonsuiTing 

4 

o 

d. 

Black  &  Decker 

e 

Q 

MVMCV 

o 

1 U 

Logicon 

/ 

MA 

Unisys 

Q 
O 

O 

9 

1  / 

Coopers  &  Lybrand 

10 

1  J 

BDM  International 

1  1 

15 

Frn^t  Ri  Vminn 

12 

14 

A.D.  Little 

13 

NA 

Harris  Group 

14 

NA 

CTG 

15 

12 

Grumman 

16 

8 

Deloitte  louche 

17 

16 

KPMG 

18 

11 

Martin  Marieta 

19 

6 

DEC 

NA 

7 

MAPFS  ©  1991  by  INPUT.  Reproduction  Prohibited. 


67 


U.S.  PROFESSIONAL  SERVICES  ^MRKET,  1990-1995 


INPUT 


Professional  services  can  be  delivered  with  outsourcing,  SI,  turnkey 
(customizing),  or  even  processing  services.  The  volume  of  professional 
services  business  is  larger  than  the  market  size  for  this  mode  as  illus- 
trated in  Exhibit  VI-4.  By  1995,  the  total  professional  services  work 
performed  by  SI  and  turnkey  vendors  may  amount  to  over  26%  of  the 
professional  services  market.  Professional  services  vendors  should  think 
of  ways  to  compete  for  this  business. 


EXHIBIT  VI-4 


Professional  Services  Revenues  from 
All  Delivery  Modes 


Delivery  Mode 

1990 

1995 

$  Billions 

Percent 

$  Billions 

Percent 

Professional  Services 

16.8 

77 

29.5 

74 

Systems  Integration 

3.3 

15 

7.6 

19 

Turnkey  Systems 

1.7 

8 

2.7 

7 

Total 

21.8 

100 

39.8 

100 

c  

Segment  Leaders  The  next  four  exhibits  present  the  leading  vendors  in  each  market  seg- 

ment. 

1.  Professional  Services  Submodes 
a.  Software  Development 

The  leading  vendors  for  1989  in  the  software  development  segment, 
shown  in  Exhibit  VI-5,  include  four  computer  systems  manufacturers, 
three  accounting  firms,  two  subsidiaries  of  diversified  manufacturing 
firms,  and  four  vendors  devoted  chiefly  to  professional  services.  The 
1989  top  20  software  developers  held  a  combined  1989  share  of  about 
30%  of  the  market. 
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Leading  U.S.  Professional  Services  Vendors 
Software  Development  Submode,  1989 


Rank 

Vendor 

coiiiiicimu 

Vendor  Revenue 
($  Millions) 

1 

CSC 

o  o  c 

225 

o 

IdM 

/ci  a 

3 

bUo 

4 

Andersen  Consulting 

183 

4 

NYNEX 

183 

b 

r^r^  A 
CvjA 

1  DO 

7 

Unisys 

162 

8 

Ernst  &  Young 

1  3£J 

9 

Logicon 

1  OO 

10 

BDM  International 

127 

1 1 

1  1 

f^nnnprt;  A  1  x/hranH 

123 

12 

CTG 

110 

12 

Black  &  Decker 

110 

14 

Hewlett-Packard 

96 

15 

NCR 

95 

16 

Telos 

83 

*Does  not  count  revenues  for  work  sold  as  components  of 
systems  integration  services. 



b.  Consulting 

In  the  consulting  segment,  vendors  such  as  Booz,  Allen  &  Hamilton, 
Arthur  D.  Little,  and  McKinsey  join  the  leading  vendors  list.  As  shown 
in  Exhibit  VI-6,  the  top  eight  vendors  hold  a  combined  share  of  about 
20%  of  the  market. 
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Leading  U.S.  Professional  Services  Vendors 
Consulting  Submode,  1989 


Rank 

Vendor 

csiimaiea 
Vendor  Revenue 
($  Millions)* 

1 

IBM 

109 

2 

EDS 

106 

3 

CSC 

101 

4 

McKinsey 

95 

5 

A.D.  Little 

95 

6 

Booz,  Allen  &  Hamilton 

90 

7 

Black  &  Decker 

70 

8 

Andersen  Consulting 

51 

*Does  not  include  consulting  work  sold  as  part  of  systems 
integration  services. 


c.  Education  and  Training 

As  a  specialized  service,  education  and  training  attracts  specialized 
vendors,  as  shown  in  Exhibit  VI-7. 

Professional  services  is  not  a  uniform  market;  only  CSC,  IBM,  EDS  and 
Andersen  are  common  to  all  three  submodes  covered  in  Exhibits  VI-5, 
VI-6,  and  VI-7. 

The  vendor  revenues  that  are  shown  in  these  exhibits  do  not  reflect  the 
total  revenue  of  this  work  as  noted  before.  The  same  activities  are 
carried  on  in  systems  integration  projects. 

The  rank  of  vendors  by  development  revenues  is  somewhat  similar  to  the 
order  shown  for  professional  services  vendors  in  Exhibit  VI- 1,  particu- 
larly for  the  top  10  vendors.  The  top  vendors  change  somewhat  when  the 
sale  of  consulting  services  is  examined.  Firms  that  specialize  more  in 
consulting  assignments,  including  Booz  Allen,  McKinsey,  and  A.D. 
Little,  move  into  the  top  tier  of  consulting  companies,  as  shown  in  VI-6. 
This  business  can  be  profitable  and  can  lead  to  other  information  services 
work.  IBM,  CSC,  DEC,  and  members  of  the  Big  6  public  accounting 
firms  have  all  taken  steps  to  increase  revenue  from  consulting. 
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Leading  U.S.  Professional  Services  Vendors 
Education  and  Training  Submode,  1989 


Rank 

Vendor 

csiirriciicvj 
Vendor  Revenue 
($  Millions) 

1 

Applied  Learning 

115 

o 

d. 

lR^/l 

IDM 

A9 

3 

EDS 

72 

4 

CSC 

54 

5 

Andersen  Consulting 

53 

6 

Price  Waterhouse 

43 

7 

NCR 

27 

*Does  not  include  education  and  training  sold  as  part  of 
systems  integration  services. 


The  education  and  training  market  does  not  exhibit  the  same  appeal 
toward  professional  services  vendors.  In  general,  larger  professional 
services  firms  have  business  in  the  market.  However,  there  are  firms 
specializing  in  this  submode,  and  the  leader  in  the  submode  is  a 
specialist. 

Just  as  many  professional  services  firms  entered  the  SI  market  when 
interest  in  SI  service  grew,  professional  services  and  SI  firms  have  turned 
to  outsourcing  as  systems  operation  has  grown  in  revenue.  Exhibit  VI- 8 
shows  vendors  of  professional  services  and  SI  services  that  are  among  the 
leaders  in  systems  operation  revenue. 
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Leading  Systems  Operations  Vendors 

1989 


Vendor 

Market 
Share 

^Pprppnt^ 

1  D 

CSC 

5 

Systematics 

3 

Affiliated  Computing  Services 

3 

Sliared  Medical  Systems 

2 

SIAC 

2 

BCS 

2 

2.  Federal  Government  Sector 

As  indicated  in  Exhibit  VI-9,  many  of  the  leading  professional  services 
vendors  receive  a  significant  proportion  or  all  of  their  professional 
services  revenue  from  the  federal  government.  Vendors  largely  depen- 
dent on  that  market  include  BDM  International,  Black  &  Decker,  Martin 
Marietta,  CDSI,  and  Centel  Federal.  However,  there  are  major  federal 
vendors,  such  as  CSC  and  EDS  that  are  also  active  in  the  non-federal 
market,  as  shown  in  Exhibit  VI- 10. 

Except  for  a  small  number  of  vendors,  however,  the  list  of  professional 
services  vendors  involved  in  federal  government  business  is  different 
from  the  list  of  non-federal  business.  It  appears  that  vendors  are  faced 
with  the  choice  of  serving  one  of  these  markets  or  the  other. 
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Leading  Professional  Services  Vendors 
Federal  Government  Sector,  1989 


Company 

Revenue 
($  Millions) 

1 

nnmnutpr  Snpnrp^  Cnrnoration 

300.0 

2. 

Unisvs 

120.0 

3 

Black  and  Deokpr 

107.0 

A 

Mpirtin  Mariptta 

IVIdl  III  1    IVIdl  IwLlU 

100.0 

5 

\jt  1  U 1  1  1 1  1  ICil  1    L^dlCl  ^  y  Ol  w  1  1  Iw 

99.5 

rinmniitpr  D^^t^^  Sv^itpm^  Inr 

\m/wi  1  iL^Liioi  Lyoici  vjyoi^iiio  IIIO. 

99.1 

7 

#  ■ 

Flpptronic  Data  Systems 

^i^wiiwiiiw  lix/uLd  v^yoiwiiio 

99.0 

8 

Centel  Federal  Svstems 

87.0 

9. 

IBM 

65.5 

10. 

Svscon 

^^y  wwwi  1 

60.0 

11. 

Mitre 

48.5 

12. 

BDM 

47.4 

13. 

Oracle 

45.5 

14. 

SAIC 

42.3 

15. 

Softech 

35.0 

16. 

Sterling  Software 

31.4 

17. 

OAO  Corporation 

29.2 

18. 

CBIS 

25.5 

19. 

Control  Data  Corporation 

22.0 

20. 

American  Management  Systems 

21.0 
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Leading  Professional  Services  Vendors 
Non-Federal  Government  Sector,  1989 


Rank 

Vendor 

Vendor  Revenue 
($  Millions) 

1 

IRM 

IDIVI 

OHM- 

o 

d. 

3 

AndGrsGn  Consulting 

4 

MVMCV 

or\o 

c 
O 

1  yb 

b 

uoopers  &  Lyorano 

1  /i: 

7 

Ernst  &  Youna 

162 

8 

Hewlett-Packard 

146 

9 

CTG 

137 

10 

NCR 

130 

11 

Price  Waterhouse 

114 

11 

Deloitte  louche 

114 

*Does  not  include  professional  services  sold  as  part  of 
systems  integration  work. 


3.  Public  Professional  Services  Vendors 

The  list  of  the  top  five  publicly  traded  firms  that  are  leaders  in  the  com- 
mercial and  federal  markets,  as  shown  in  Exhibit  VI- 1 1,  emphasizes  the 
differences  between  these  markets.  No  firm  is  on  both  lists.  Once  a  firm 
has  become  heavily  involved  in  one  market,  it  can  be  difficult  to  reach 
the  same  level  of  revenue  in  the  other  market,  except  by  selling  another 
mode  of  service  such  as  SI  or  SO. 
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EXHIBIT  VI-11 


Leading  Publicly  Traded  Firms 
Federal  Government  Professional  Services  Market,  1989 

Federal  Government 
Professional  Services  Market,  1989 

Commercial 
Professional  Services  Market,  1989 

Vendor 

Rank 

Vendor 

Rank 

CSC 

1 

IBM 

1 

Unisys 

2 

NYNEX 

2 

Black  &  Decker 

3 

CTG 

3 

Harris  Group 

4 

NCR 

4 

Martin  Marieta 

5 

Hewlett-Packard 

5 

CDSI 

6 

4.  Software  Products  Vendors 

Exhibit  VI- 12  illustrates  that  very  few  software  firms  generate  meaning- 
ful revenue  from  professional  services.  Oracle  has  been  able  to  do  so, 
and  it  has  developed  a  systems  integration  business  as  well.  This  is 
chiefly  because  it  has  set  up  activities  dedicated  to  generating  this  rev- 
enue. Very  few  turnkey  firms  generate  much  revenue  from  professional 
services.  A  software  or  turnkey  firm  that  attempts  to  leverage  profes- 
sional service  revenue  from  its  major  product  is  not  likely  to  be  as  suc- 
cessful or  to  generate  as  much  revenue  as  public  accounting  firms. 
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Leading  Software  Products  Vendors  in 
Professional  Services,  1989 


Rank 

Vendor 

tsTimaieG 
Vendor  Revenue 
($  Millions)* 

1 

Oracle 

70 

o 
c. 

r' Ai 

HO 

3 

Policy  Management 

48 

4 

Sterling 

31 

5 

American  Software 

30 

5 

Compuware 

30 

7 

Cadence 

27 

*Does  not  include  professional  services  sold  as  part  of 
systems  integration  services. 


5.  Public  Accounting  Firms 


As  shown  in  Exhibit  VI- 13  all  of  the  major  public  accounting  firms  are 
very  active  in  the  professional  services  segment  of  the  information 
services  industry.  Professional  services  opportunities  and  competitive 
pressures  are  key  factors  in  the  consolidation  of  the  top  public  account- 
ing firms  that  has  taken  place  in  the  past  two  years.  These  firms  are 
more  used  to  selling  services  and  addressing  general  problems. 
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Leading  Public  Accounting  Firms  in 
Professional  Services,  1989 


Rank 

Vendor 

Estimated 
Vendor  Revenue 
($  Millions) 

1 

AnaersGn  consulting 

2 

Coopers  &  Lybrand 

181 

3 

Ernst  &  Young 

165 

4 

Price  Waterhouse 

120 

5 

Deloitte  &  Touche 

114 

6 

KPMG  Peat  Marwick 

106 

6.  Computer  Manufacturers 


Computer  manufacturers  have  typically  used  professional  services  to  help 
sell  equipment.  It  is  not  surprising  to  find  that  these  manufacturers  have 
healthy  volumes  of  professional  services  work,  as  shown  in  Exhibit 
VI- 14.  The  manufacturers  develop  or  modify  application  software  so  that 
their  hardware  can  solve  user  needs.  They  also  sell  or  promote  the  sale  of 
third-party  application  software  as  much  or  more  than  they  use  profes- 
sional services  to  close  sales  in  some  cases.  In  addition,  some  manufac- 
turers market  turnkey  systems,  systems  integration,  or  other  services  to 
promote  sales  so  that  the  use  of  professional  services  is  not  as  often  the 
chief  weapon  in  selling  equipment  as  it  was  in  the  past. 
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EXHIBIT  VI-14 


Leading  Computer  Manufacturers 
in  Professional  Services 
1989 


Rank 

Vendor 

1 

IBM 

2 

Unisys 

3 

NCR 

4 

Hewlett-Packard 

5 

DEC 

6 

Wang 

7.  Telecommunications  Vendors 


D 


Telecommunication  vendors  such  as  NYNEX,  AT&T,  Ameritech,  Bell 
Atlantic,  Bell  South,  and  Pacific  Telesis  constitute  a  group  that  can  be 
identified  in  the  professional  services  business.  Their  objective  is  to 
increase  revenues  in  general,  although  several  of  these  vendors  see  the 
services  as  a  means  of  generating  other  types  of  business,  including  the 
sale  of  computing  equipment,  software,  network  development,  and 
services. 


Mergers  and 
Acquisitions 


Professional  services  vendors  in  general  have  tried  to  become  more 
competitive  through  mergers,  joint  ventures  and  alliances,  as  shown  in 
Exhibits  VI- 15  and  VI- 16.  These  moves  enable  vendors  to  fill  in  gaps  in 
their  services  as  well  as  to  bring  more  products  to  a  wider  range  of 
markets.  It  can  leverage  sales  contacts  and  make  a  wider  range  of  sales 
possible.  Of  course  it  can  offer  the  opportunity  to  sell  a  set  of  linked 
services  or  solutions  to  prospects  who  are  increasingly  looking  for  this 
type  of  service. 
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EXHIBIT  VI-15 


Mergers  and  Acquisitions 

Professional  Services  Firms 

Firm 

Acquired  Firm 

AnHorcpn  f^nnciiltinn 

WWU 1  O VV  d  Kj 

-  Kp«5tpnhaijm  &  Co 

ObO 

-  iniorm  liu.  ^u.i\.j 

-  Clfi  lntprt;\/«;  GrouD  fBeloium^ 

-  nipvplflnri  Cnn^iiltinn  Ac;c;oniatP  ^CIPVGland  OH^ 

-  1  PQ  Inr*  ^MinnAsnnlic  MN^ 
LrO,  lilU.  ^ivlli  li  iccl|JUNo,  ivllNy 

-  Inform  1  tri  ^Wpvbridne  Enoland^ 

-  Index  GrouD  fCambridae  MA) 

-  CIG-lntersys  Group  (Belgium) 

CTd 
o  1  \j 

-  Sripntifir  Intpnratpd  Sv^tems  Services 

-  Maxima  Comouter  Manaaement  Consultants  Inc. 

-  Shubrooks  International  Ltd      K  ) 

-  Quadra  Systems,  Inc.  (San  Antonio,  TX) 

-  United  Software  Consultants,  Inc.  (Chicago,  IL) 

NYNEX 

-  AGS  Computers 

-  Multiple  Tech.  (Detroit,  Ml) 

-  Teco  Technologies  (Tampa,  FL) 

CBIS 

-  Auxton  Computer  Enterprises  (Maitland,  FL) 

-  Vanguard  Technologies  International  (Fairfax,  VA) 

Ernst  &  Young 

-  Network  Strategies,  Inc.  (Fairfax,  VA) 

Coopers  &  Lybrand 

-  Computer  Assistance  (West  Hartford,  CT) 
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EXHIBIT  VI-16 


Joint  Ventures,  Alliances,  and  Investments 
Professional  Services  Firms 


Pi  rm 
ni  1 1 1 1 

1  ypt? 

Other  Vendors 

ill  W  1       V  W  1  1^1^/  1  w 

MntPQ  ^ProHi  iPtQ/SprvlppQ^ 

IBM 

Alliance 

CTG 

AD/Cycie 

IBM 

Alliance 

CAP  Gemini  America 

AD/Cycle 

IBM 

A    lit  M  H  A 

Alliance 

G.E.  Consulting 

A  n\  //^.  jaI A 

AD/Cycie 

IBM 

Alliance 

Computer  Power  Group 

AD/Cycle 

IBM 

Alliance 

Andersen  Consulting 

Marketing 

IBM 

Alliance 

Keane,  Inc. 

Marketing 

IBM 

Alliance 

Planning  Research  Corp. 

Marketing 

IBM 

Alliance 

SAGE  Federal  bystems 

Marketing 

IBM 

Investment 

KnowledgeWare 

CASE 

IdM 

Investment 

Bachman  Info.  Systems 

OAob 

IBM 

Investment 

Index  Technology 

CASE 

IdM 

Joint  Venture 

Baxter-Travenol 

Marketi  ng 

O  1  \J 

Inint  \/arttiir£i 

M.I.  r\cai  1  Icy 

1  lui.  ocivioco 

Bell  Atlantic 

Joint  Venture 

American  Mgmt.  Systems 

iNetworK  vservices 

Andersen  Consulting 

Alliance 

DEC 

Insurance  Software 

MSA 

Accounting  Software 

McCormack  &  Dodge 

Accounting  Software 

Coopers  &  Lybrand 

Alliance 

McCormack  &  Dodge 

Accounting  Software 

MSA 

Accounting  Software 

Ernst  &  Young 

Alliance 

MoA 

Accouniing  oonware 

McCormack  &  Dodge 

Accounting  Software 

Integral  Systems 

Accounting;  Human 

Resources  Software 

Price  Waterhouse 

Alliance 

Qronos 

Manufacturing  Software 

IBM 

Investment 

CTG 

Max.  19.9%  stake 

IBM 

Investment 

American  Mgmt.  System 

Max.  20%  stake 

IBM 

Investment 

Policy  Mgmt.  Systems 

Current  20%  stake 

IBM 

Investment 

Baxter  Healthcare  Corp. 

Partnership 
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Vendor  Profiles  Six  professional  services  vendors  with  different  strategies  in  addressing 

the  marketplace  are  profiled  in  this  section.  They  include: 

•  American  Management  Systems,  Inc. 

•  Analysts  International  Corp. 

•  Andersen  Consulting 

•  Computer  Horizons  Corp. 

•  Computer  Task  Group,  Inc. 

•  Keane,  Inc. 

Each  profile  contains  information  on  company  strategies,  background  and 
key  products  and  services.  Additional  information  can  be  found  in 
INPUT'S  Vendor  Analysis  Program  (VAP). 

1.  American  Management  Systems,  Inc.,  1777  North  Kent  St., 
Arlington,  VA  22209  (703)  841-6000 

Company  Strategy 

AMS  leverages  its  strength  in  proprietary  software  for  financial  services, 
government,  education,  energy,  and  telecommunication  companies 
together  with  strength  in  professional  services  and  productivity  tools  to 
solve  complex  problems  for  large  organizations.  This  has  led  the  com- 
pany from  professional  services  to  systems  integration  as  its  chief  mode 
of  service  as  well  as  to  some  systems  operations.  More  work  is  also 
being  performed  for  non-federal  clients,  including  the  joint  operations 
with  Bell  Atlantic. 

Company  Background 

American  Management  Systems,  Inc.  (AMS),  founded  in  1970,  provides 
professional  services,  systems  integration,  and  systems  operation.  Appli- 
cation software  owned  by  the  company  is  used  in  these  contracts  and  is 
not  sold  separately.  Revenues  for  1989  of  $225  million  increased  6% 
over  1988  revenues.  AMS  is  one  of  the  vendors  in  which  IBM  has 
invested. 

Key  Products  and  Services 

Proprietary  software  used  in  professional  services  and  systems  integration 
work  includes  credit  management,  letter  of  credit,  collection,  corporate 
account,  and  funds  transfer  systems  for  banking;  accounting  and  financial 
systems  for  government  and  education;  financial  and  information  systems 
for  energy  companies;  and  billing,  service  management,  and  message 
processing  systems  for  the  telecommunications  industry.  AMS  also  has  a 
repertoire  of  productivity  tools  and  data  management  and  other  systems 
software  available  to  aid  professional  services  work. 
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2.  Analysts  International  Corporation,  7615  Metro  Boulevard, 
Minneapolis,  MN  55435  (612)  835-2330 

Company  Strategy 

The  company  provides  professional  services  to  a  wide  variety  of  indus- 
tries. It  has  enhanced  its  ability  to  provide  added  value  to  clients  by 
gaining  high  levels  of  technical  capability  in  telecommunications,  RISC 
architecture,  open  systems  and  software  engineering  through  assignments 
and  work  in  its  research  facility.  Its  revenues  grow  20%  from  fiscal  1989 
to  1990.  The  company  has  leveraged  technical  strength  but  has  not 
augmented  consulting  activities  or  entered  systems  integration  or  out- 
sourcing to  expand  revenues. 

Company  Background 

Analysts  International  Corporation  (AiC)  was  formed  in  1966  as  a 
publicly  held  corporation  to  provide  professional  services  to  a  wide 
variety  of  industries.  The  company  also  offers  three  financial  application 
software  products.  Fiscal  1990  revenue  reached  $107.8  million.  Net 
income  rose  about  21%,  from  $5.0  million  in  fiscal  1989  to  nearly  $6.0 
million  in  fiscal  1990.  The  company  has  over  1550  employees. 

Key  Products  and  Services 

Over  98%  of  AiC's  revenue  is  derived  from  professional  services.  The 
company  has  extensive  experience  in  designing  and  implementing  large 
and  small-scale  systems,  including  workstations  for  purposes  such  as: 

•  Funds  transfer  networks 

•  Software  for  processors  and  workstations  in  the  manufacturing  process 

•  Data  base  management  and  system  operation 

•  EDI  applications 

Professional  services  include  generation  of  specifications,  design,  pro- 
gramming, implementation,  testing,  documentation,  training,  and  techni- 
cal audits. 

3.  Andersen  Consulting,  Arthur  Andersen  &  Co. ,  69  West  Washing- 
ton Street,  Chicago,  IL  60602  (312)  580-0069 

Company  Strategy 

Andersen  emphasizes  its  knowledge  of  industries  and  the  use  of  consult- 
ing services,  particularly  strategic  consulting,  as  a  means  of  selling 
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professional  services,  systems  integration,  and  systems  operation. 
Andersen  has  studied  the  performance  of  companies  in  the  current  eco- 
nomic downturn  and  targeted  opportunities  where  it  can  use  IS  technol- 
ogy to  gain  new  revenues  or  save  costs.  The  company  uses  acquisitions 
and  alliances  to  gain  additional  resources  to  address  opportunities  arising 
from  its  aggressive  front-end  use  of  consulting. 

Company  Background 

•  Andersen  Consulting  is  a  separate  private  firm  of  The  Arthur  Andersen 
Worldwide  Organization  and  serves  clients  through  157  offices  in  45 
countries. 

•  In  October  1988,  Andersen  Consulting  was  reorganized  as  a  separate 
strategic  business  unit  in  order  to  create  a  clear,  separate  identity  for  the 
consulting  practice.  Estimated  worldwide  revenues  for  1989  are  $1.7 
billion. 

Key  Products  and  Services 

INPUT  estimates  approximately  65%  of  Andersen  Consulting's  1989 
revenue  was  derived  from  systems  integration,  30%  from  professional 
services,  4%  from  application  software  products,  and  1%  from  systems 
software  products. 

Andersen  Consulting's  areas  of  expertise  include  strategic  consulting, 
systems  integration  and  management  and  professional  services.  Systems 
integration  and  systems  management  services  include  total  system  solu- 
tions and  assistance  throughout  the  system's  life  cycle  using  proprietary 
methodology. 

Marketing  and  delivery  of  services  is  leveraged  through  the  use  of  im- 
pressive Operations,  Advanced  Technology,  and  Business  Integration 
Centers. 

4.  Computer  Horizons  Corporation,  747  Third  Avenue,  New  York, 
NY  10017  (212)371-9600 

Company  Strategy 

CHC  is  taking  an  aggressive  strategy  based  on  its  size,  range  of  capabili- 
ties, and  ability  to  deliver  quality  solutions.  Its  senior  representatives  are 
emulating  the  approach  of  a  Big  6  accounting  firm  and  emphasizing 
CHC's  ability  to  become  partners  to  clients  and  take  risks  on  critical 
assignments.  In  support  of  this  strategy,  CHC  has  strengthened  technical 
capabilities,  particularly  in  support  of  data  base  consolidation  or  change 
and  project  management  skills  for  systems  integration  assignments. 
More  emphasis  on  strategic  consulting  may  also  result  from  this  strategy. 
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Company  Background 

Computer  Horizons  Corporation,  incorporated  in  New  York  in  1969, 
provides  custom  software  development,  management  consulting,  and 
training  and  education  professional  services  and  systems  integration 
services  primarily  to  Fortune  500  firms  in  the  commercial/industrial, 
communications,  and  financial  services  industries.  Revenues  were  up 
7%  in  1989  to  $84.7  million. 

Key  Products  and  Services 

Approximately  90%  of  Computer  Horizons'  1989  revenue  was  derived 
from  its  various  professional  services  and  10%  from  systems  integration 
activities.  During  1989,  Computer  Horizons  provided  its  services  to  388 
clients.  A  further  breakdown  of  1989  revenue  follows: 

Professional  services 

•  Software  development  67% 

•  Network  development  9% 

•  Consulting  9% 

•  Education  and  training  5% 

90% 

Systems  integration  10% 

100% 

5.  Computer  Task  Group,  Inc.,  800  Delaware  Avenue,  Buffalo,  NY 
14209(716)  882-8000 

Company  Strategy 

CTG's  current  strategy  is  to  concentrate  on  commercial  professional 
services,  consulting  services,  systems  integration,  international  opportu- 
nities, and  its  IBM  relationship.  Target  markets  include  discrete  and 
process  manufacturing,  banking  and  finance,  insurance,  and  state  and 
local  government.  CTG  focuses  on  the  delivery  of  needed  technical 
capabilities  and  information  technology  consulting  rather  than  the  strate- 
gic consulting  offered  by  members  of  the  Big  6  and  other  professional 
services  firms. 
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Company  Background 

Computer  Task  Group,  Inc  (CTG),  founded  in  1966,  is  one  of  the  largest 
providers  of  computer-related  consulting,  systems  integration,  and  pro- 
fessional services  to  the  commercial  market.  CTG's  1989  revenue 
reached  $233  million,  a  7%  increase  over  1988  revenue  of  $218.7  mil- 
lion. During  the  second  quarter  of  1989,  CTG  closed  four  branches  that 
were  unprofitable  and  eliminated  65  overhead  positions  at  a  cost  of  over 
$1  million. 

Key  Products  and  Services 

Approximately  87%  ($203  million)  of  CTG's  1989  revenue  was  derived 
from  its  various  professional  services  and  13%  ($30  million)  from  com- 
mercial systems  integration  activities. 

•  The  scope  of  work  performed  by  CTG  ranges  from  specific,  minor 
tasks  of  short  duration  to  large  complex  tasks.  CTG  offers  consultants 
who  are  experienced  in  an  industry  application  or  technology,  total 
project  systems  integration  (often  on  a  fixed-fee  basis),  and  per  diem 
services.  Typically,  CTG's  professional  staff  augments  and  becomes 
part  of  the  client's  on-site  software  development  team  on  a  specific 
application  or  project. 

•  A  majority  of  CTG's  clients  are  large  companies  with  multiple  loca- 
tions and  substantial  data  processing  operations.  CTG  currently  has 
approximately  1,400  clients  worldwide,  including  85  of  the  Fortune  100 
companies. 

6.  Keane,  Inc.,  Ten  City  Square,  Boston,  MA  02129  (617)  241-9200 
Company  Strategy 

In  professional  services,  Keane  emphasizes  repeat  business  (95%  of  its 
work  is  repeat  business)  with  clients  who  need  aid  with  project  manage- 
ment or  development  activities.  In  support  of  that  work,  Keane  has 
developed  strength  in  project  management  and  technical  skills.  Keane 
has  not  leveraged  project  management  and  technical  skills  to  gain  sys- 
tems integration  work,  however.  Most  assignments  are  performed  on  a 
time  and  materials  basis.  Company  growth  has  recently  been  fueled  by 
acquisitions. 

Company  Background 

Keane,  Inc.,  founded  in  1965,  provides  software  design,  development, 
integration,  and  maintenance  professional  services  for  corporations,  and 
application  software  products  and  systems  operation  services  to  hospitals. 


MAPFS 


e  1991  by  INPUT.  Raptodudion  Ptohlbltad. 


85 


U.S.  PROFESSIONAL  SERVICES  MARKET,  1990-1995 


INPUT 


Revenue  for  the  three  months  ending  March  31, 1990  reached  $22.7 
million,  a  43%  increase  over  $15.9  million  for  the  same  period  in  1989. 
Net  income  for  the  period  was  over  $1.1  million,  a  36%  increase  over 
$827,000  for  the  same  period  a  year  ago. 

Key  Products  and  Services 

Keane  offers  software  design,  development,  integration,  and  maintenance 
services  and  adds  value  through  expertise  in  project  management  (used 
in  47%  of  assignments)  and  telecommunication,  and  experience  with  a 
large  variety  of  computing  equipment. 
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Conclusions  and 
Recommendations 


Opportunities  in  Professional  services  is  a  market  with  opportunities  as  well  as  dangers  for 

Professional  Services     vendors.  One  category  of  opportunities  relates  to  the  acquisition  and 

exploration  of  skills  that  are  needed  to  implement  critical  applications,  as 

shown  in  Exhibit  VII- 1. 

Many  of  the  critical  systems  that  are  needed  to  meet  competitive  pres- 
sures or  generate  cost  savings  require  new  network  capabiUties  and 
integration  of  applications  and  data  bases.  These  include  new  or  up- 
graded order  entry  and  customer  service  systems  that  serve  more  products 
or  broader  geographical  areas  as  well  as  manufacturing  systems  that  are 
being  imbedded  further  in  production  processes  and  require  more  inten- 
sive local  or  wide-area  connections.  They  also  include  systems  to  merge 
the  operations  of  consolidated  business  units  or  acquisitions. 


EXHIBIT  Vil-1 


Opportunities  in  Professional  Services 


•  Network  integration 

•  Data  base  integration  and  distribution  skills 

•  New  technology  and  techniques 

•  Expanded  consulting 

•  Diversification  in  other  modes 
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Professional  services  vendors  with  high  levels  of  skills  in  on-line  transac- 
tion processing,  networking,  and  data  base  software  are  being  used  or 
sought  by  major  firms  in  energy,  chemicals,  manufacturing,  and  financial 
industries  that  were  contacted  in  relation  to  this  study.  In  addition, 
manufacturers,  investment  banks,  and  other  firms  have  reported  interest 
in  professional  services  vendors'  skills  is  using  new  workstations  and 
supercomputers,  including  experience  in  open  systems. 

New  technology  and  techniques  are  also  being  sought  in  many  other 
areas,  including  the  use  of  UNIX  and  UNIX-compatible  data  bases, 
image  processing,  and  CASE  techniques,  according  to  users.  Several 
users  noted  that  professional  services  firms  have  helped  them  save 
significant  amounts  of  development  time  through  consulting,  training, 
and  the  modification  of  software  tools. 

Users'  need  for  technical  skills  provides  a  means  of  attracting  the  atten- 
tion of  prospects  and  gaining  work.  It  also  generates  the  possibility  of 
obtaining  additional  work  that  requires  commonly  available  skills  such 
as  COBOL  programming,  according  to  representatives  of  professional 
services  vendors  contacted  during  this  study.  These  representatives 
pointed  out  that  one  of  the  dangers  being  faced  today  is  being  classified 
as  only  a  traditional  software  development  vendor,  as  indicated  in 
Exhibit  Vn-2. 


EXHIBIT  VII-2 


Dangers  in  Professional  Services 

•  Being  a  "plain  vanilla"  vendor 

•  Lack  of  opportunities  to  develop  skills 

•  Insufficient  contact  opportunities 

•  Lack  of  knowledge  of  strategies  being 
employed  by  other  information  services 
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Being  mostly  involved  in  activities  that  preclude  the  acquisition  of 
technical  skills  is  a  danger  for  vendors.  A  few  years  ago,  it  seemed 
favorable  for  a  vendor  to  lock  a  high  percentage  of  its  staff  into  long-term 
jobs  involving  routine  systems  analysis  and  programming.  Today,  some 
of  the  firms  that  have  done  so  do  not  have  the  skills  available  to  maintain 
the  same  volume  of  work.  Several  vendors  note  that  they  now  look  for  a 
mix  of  work  that  will  include  jobs  that  offer  the  opportunity  to  help 
employees  test  and  advance  their  knowledge  of  skills. 

Without  technical  skills,  consulting  activities  and/or  alliances,  profes- 
sional services  firms  may  find  that  they  are  not  making  sufficient  new 
contacts  to  provide  themselves  vigorous  growth.  Also,  they  may  not  be 
able  to  uncover  opportunities  for  upgrading  staff  technical  capabilities  or 
learn  about  and  react  to  new  strategies  of  other  information  service 
vendors.  Vendors  may  have  new  advancements  in  applications  or  net- 
work use  that  other  professional  service  vendors  can  take  advantage  of 
and  customize  for  their  accounts. 

Another  opportunity  that  professional  services  vendors  should  consider  is 
the  expansion  of  consulting  services.  Strategic  consulting  services  for 
management  (business  impact  on  systems  and  systems  impact  on  busi- 
ness, systems  strategy,  strategic  information  systems  planning,  and  the 
use  of  industry  knowledge  in  systems  activities),  and  consulting  to  IS 
management  (systems  implementation  and  network  planning,  audit,  and 
technology  impact  assessment)  have  had  a  high  margin  in  professional 
services  assignments  and  have  provided  means  of  controlling  accounts. 
Booz,  Allen  and  McKinsey,  which  have  specialized  in  consulting,  have 
taken  steps  to  obtain  more  professional  services  revenue  as  a  result  of 
performing  consulting  work.  The  Big  6  public  accounting  firms,  in 
general,  use  consulting  to  obtain  more  professional  services  revenue. 

B  

Recommendations        INPUT  recommends  that  professional  service  vendors  emphasize  the 

acquisition  of  additional  skills  and  analysis  of  market  activities,  as  shown 
in  Exhibit  Vni-3.  Assignments  should  be  sought  that  can  advance 
technical  skills,  as  noted  previously.  INPUT  also  recommends  training 
that  can  be  tailored  to  an  employee's  free  time  to  improve  the  skills.  For 
larger  vendors,  which  can  recruit  college  graduates  with  interests  and 
training  in  desirable  areas,  INPUT  suggests  that  the  programs  of  a  variety 
of  colleges  be  reviewed  to  uncover  opportunities.  Some  institutions  have 
acquired  high  levels  of  proficiency  in  network  use,  open  systems,  and 
other  technical  and  application  areas. 

In  addition  to  technical  skills,  professional  services  vendors  should 
consider  enhancing  their  consulting  skills  and  vertical  market  knowledge. 
Consulting  is  the  fastest  growing  component  in  this  market  and  has  the 
potential  to  generate  software  development  work.  Together  with  industry 
knowledge,  it  can  help  to  generate  systems  integration  contracts  as  well 
as  other  business. 
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EXHIBIT  VII-3 


Recommendations 

•  Add  value  to  services 

-Technical  skills 

-  Industry  knowledge 

-  Knowledge  of  industry-specific  applications 

-  Expanded  consulting 

•  Analyze  marketing  and  services  of  SI, 
outsourcing,  and  other  SI  vendors 

•  Upgrade  marketing  and  sales 

•  Use  alliances 

-With  vendors  in  other  modes 

-With  IS 

•  Anticipate  changes  in  professional  services 

Professional  services  vendors  should  become  more  acquainted  with  the 
systems  integration  and  outsourcing  modes,  as  indicated  in  Exhibit 
VII-3.  There  may  be  opportunities  to  offer  these  services  in  industries 
where  vendors  have  experience.  Being  aware  of  the  content  of  these 
services  will  also  provide  vendors  with  the  opportunity  of  offering 
alternatives  that  involve  use  of  their  services.  A  vendor  contacted  during 
this  study  pointed  out  that  he  was  able  to  aid  an  IS  executive  who  had 
started  to  organize  and  manage  a  project  intemally  rather  than  let  a 
division  use  a  systems  integrator.  In  this  economic  climate,  there  will  be 
an  increasing  number  of  instances  where  IS  management  will  be  recep- 
tive to  working  with  professional  services  vendors  to  achieve  such  an 
objective.  This  type  of  action  can  demonstrate  the  value  of  internal  IS  to 
corporate  management. 


90 


e  1991  by  INPUT.  Reproduction  Prohibited. 


MAPFS 


U.S.  PROFESSIONAL  SERVICES  MARKET,  1990-1995 


INPUT 


In  an  environment  where  technical  skills,  consulting,  and  industry  knowl- 
edge have  become  more  important,  sales  and  marketing  have  to  be 
upgraded  and  alliances  have  to  be  sought  with  internal  IS  as  well  as  with 
other  vendors.  Sales  and  marketing  have  to  be  prepared  to  inform  pros- 
pects of  the  levels  of  skills  and  knowledge  their  company  offers.  An 
account  manager  has  to  speak  meaningfully  about  the  strengths  of  his/her 
firm  and  use  a  consultative  approach  and  not  rely  heavily  on  contact 
skills.  The  account  manager  also  has  to  assess  opportunities  rapidly  and 
know  when  his  firm  or  an  ally  can  address  a  problem. 

Marketing  and  vendor  management  should  also  anticipate  changes  in 
professional  services: 

•  Will  some  professional  service  vendors  work  closely  with  software 
product  firms  to  help  them  meet  problems  with  publicly  available 
software  rather  than  let  SI  firms  solve  problems  with  proprietary 
software  or  development? 

•  Will  software  developed  in  a  4GL  or  with  CASE  tools  serve  as  a 
vehicle  or  template  for  letting  users  customize  software  to  meet  their 
needs,  or  will  professional  services  vendors  manage  or  assist  users  in 
employing  these  methods? 

•  Will  solution-oriented  work  in  which  a  user  committee  or  executive 
acts  like  a  systems  integrator  or  general  contractor  and  uses  certain 
professional  services  vendors  as  subcontractors  become  attractive? 

•  Will  professional  service  vendors  partner  with  other  vendors  or 
investors  to  finance  outsourcing? 

Professional  services  marketing  and  management  must  recognize  when 
the  foregoing  types  of  situations  arise  and  take  advantage  of  them. 
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Definition  of  Terms 


A  

Overall  Definitions  Information  Services  -  Computer/telecommunications-related  products 
and  Analytical  services  that  are  oriented  toward  the  development  or  use  of  informa- 

Framework  ^^^^  systems.  Information  services  typically  involve  one  or  more  of  the 

following: 

•  P*rocessing  of  specific  applications  using  vendor-provided  systems 
(called  Processing  Services) 

•  A  combination  of  hardware,  packaged  software  and  associated  support 
services  which  will  meet  a  specific  application  processing  need  (called 
Turnkey  Systems) 

•  Packaged  software  (called  Software  Products) 

•  People  services  that  support  users  in  developing  and  operating  their 
own  information  systems  (called  Professional  Services) 

•  Bundled  combinations  of  products  and  services  where  the  vendor 
assumes  responsibility  for  the  development  of  a  custom  solution  to  an 
information  system  problem  (called  Systems  Integration) 

•  Services  that  provide  operation  and  management  of  all  or  a  significant 
part  of  a  user's  information  systems  functions  under  a  long-term 
contract  (called  Systems  Operations) 

•  Services  associated  with  the  delivery  of  information  in  electronic 
form — typically  network-oriented  services  such  as  value-added 
networks,  electronic  mail  and  document  interchange,  on-line  data  bases, 
on-line  news  and  data  feeds,  videotex,  etc.  (called  Network  Services) 

In  general,  the  market  for  information  services  does  not  involve  provid- 
ing equipment  to  users.  The  exception  is  where  the  equipment  is  bundled 
as  part  of  an  overall  service  offering  such  as  a  turnkey  system,  a  systems 
operations  contract,  or  a  systems  integration  project. 
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The  infonnation  services  market  also  excludes  pure  data  transport  ser- 
vices (i.e.,  data  or  voice  communications  circuits).  However,  where 
information  transport  is  associated  with  a  network-based  service  (e.g., 
EDI  or  VAN  services),  or  cannot  be  feasibly  separated  from  other 
bundled  services  (e.g.,  some  systems  operations  contracts),  the  transport 
costs  are  included  as  part  of  the  services  market. 

The  analytical  framework  of  the  Information  Services  Industry  con- 
sists of  the  following  interacting  factors:  overall  and  industry-specific 
business  environment  (trends,  events  and  issues);  technology  environ- 
ment; user  information  system  requirements;  size  and  structure  of  infor- 
mation services  markets;  vendors  and  their  products,  services  and  rev- 
enues; distribution  channels,  and  competitive  issues. 

All  Information  Services  Market  forecasts  are  estimates  of  User 
Expenditures  for  information  services.  When  questions  arise  about  the 
proper  place  to  count  these  expenditures,  INPUT  addresses  them  from 
the  user's  viewpoint:  expenditures  are  categorized  according  to  what 
users  perceive  they  are  buying. 

By  focusing  on  user  expenditures,  INPUT  avoids  two  problems  which 
are  related  to  the  distribution  channels  for  various  categories  of  services: 

•  Double  counting,  which  can  occur  by  estimating  total  vendor  revenues 
when  there  is  significant  reselling  within  the  industry  (e.g.,  software 
sales  to  turnkey  vendors  for  repackaging  and  resale  to  end  users) 

•  Missed  counting,  which  can  occur  when  sales  to  end  users  go  through 
indirect  channels  such  as  mail  order  retailers 

Market  Sectors  or  markets,  are  groupings  or  categories  of  the  users  who 
purchase  information  services.  There  are  three  types  of  user  markets: 

•  Vertical  Industry  markets,  such  as  Banking,  Transportation,  Utilities, 
etc. 

•  Functional  Application  markets,  such  as  Human  Resources, 
Accounting,  etc.  These  are  also  called  "Cross-Industry"  markets. 

•  Generic  markets,  which  are  neither  industry-  nor  application- specific, 
such  as  the  market  for  systems  software. 

Specific  market  sectors  used  by  INPUT  are  defined  in  Section  D,  below. 

Captive  Information  Services  User  Expenditures  are  expenditures  for 
products  and  services  provided  by  a  vendor  that  is  part  of  the  same 
parent  corporation  as  die  user.  These  expenditures  are  not  included  in 
INPUT  forecasts. 
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Non-captive  Information  Services  User  Expenditures  are  expenditures 
that  go  to  vendors  which  have  a  different  parent  corporation  than  the 
user.  It  is  these  expenditiu-es  which  constitute  the  information  services 
market. 

Delivery  Modes  are  defined  as  specific  products  and  services  that  satisfy 
a  given  user  need.  While  Market  Sectors  specify  who  the  buyer  is. 
Delivery  Modes  specify  what  the  user  is  buying. 

Of  the  eight  delivery  modes  defined  by  INPUT,  five  are  considered 
primary  products  or  services: 

•  Processing  Services  ^        -         .  -  ■ 

•  Network  Services 

•  Professional  Services 

•  Applications  Software  Products 

•  Systems  Software  Products 

The  remaining  three  delivery  modes  represent  combinations  of  these 
products  and  services,  bundled  together  with  equipment,  management 
and/or  other  services: 

•  Turnkey  Systems 

•  Systems  Operations  ,  ; 

•  Systems  Integration 

Section  B  describes  the  delivery  modes  and  their  structure  in  more  detail. 

Outsourcing  is  defined  as  the  contracting  of  information  systems  (IS) 
functions  to  outside  vendors.  Outsourcing  should  be  viewed  as  the 
opposite  of  insourcing:  anything  that  IS  management  has  considered 
feasible  to  do  internally  (e.g.,  data  center  operations,  applications  devel- 
opment and  maintenance,  network  management,  training,  etc.)  is  a  poten- 
tial candidate  for  outsourcing. 

IS  has  always  bought  systems  software,  as  it  is  infeasible  for  companies 
to  develop  it  internally.  However,  all  other  delivery  modes  represent 
functions  or  products  that  IS  management  could  choose  to  perform  or 
develop  in-house.  Viewed  this  way,  outsourcing  is  the  result  of  a 
make-or-buy  decision,  and  the  outsourcing  market  covers  any  product  or 
service  where  the  vendor  must  compete  against  the  client  firm's  own 
internal  resources. 
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B  

Industry  Structure  and   1.  Service  Categories 
Delivery  Modes 

The  following  exhibit  presents  the  structure  of  the  information  services 
industry.  Several  of  the  delivery  modes  can  be  grouped  into  higher-level 
Service  Categories,  based  on  the  kind  of  problem  the  user  needs  to 
solve.  These  categories  are: 

•  Business  Application  Solutions  (BAS)  -  prepackaged  or  standard 
solutions  to  common  business  applications.  These  applications  can  be 
either  industry-specific  (e.g.,  mortgage  loan  processing  for  a  bank), 
cross-industry  (e.g.,  payroll  processing),  or  generic  (e.g.,  utility 
timesharing).  In  general,  BAS  services  involve  minimal  customization 
by  the  vendor,  and  allow  the  user  to  handle  a  specific  business 
application  without  having  to  develop  or  acquire  a  custom  system  or 
system  resources.  The  following  delivery  modes  are  included  under 
BAS: 

-  Processing  Services 

-  Applications  Software  Products 

-  Turnkey  Systems  > 

•  Systems  Management  Services  (SMS)  -  services  which  assist  users 
in  developing  systems  or  operating/managing  the  information  systems 
function.  Two  key  elements  of  SMS  are  the  customization  of  the 
service  to  each  individual  user  and/or  project,  and  the  potential  for  the 
vendor  to  assume  significant  responsibility  for  management  of  at  least 
a  portion  of  the  user's  information  systems  function.  The  following 
delivery  modes  are  included  under  SMS: 

-  Systems  Operations 

-  Systems  Integration  "      :   ;    ,  " 

Each  of  the  remaining  three  delivery  modes  represents  a  separate  service 
category: 

•  Professional  Services  ,  ' 

•  Network  Services  ^  ^  ^  ■ 

•  Systems  Software  Products 

Note:  These  service  categories  are  a  new  concept  introduced  in  the 
1990  MAP  Program.  They  are  purely  an  aggregation  of  lower  level 
delivery  mode  data.  They  do  not  change  the  underlying  delivery 
modes  or  industry  structure. 
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2.  Software  Products  , 

There  are  many  similarities  between  the  applications  and  systems  soft- 
ware delivery  modes.  Both  involve  user  purchases  of  software  packages 
for  in-house  computer  systems.  Included  are  both  lease  and  purchase 
expenditures,  as  well  as  expenditures  for  work  performed  by  the  vendor 
to  implement  or  maintain  the  package  at  the  user's  sites.  Vendor-pro- 
vided training  or  support  in  operation  and  use  of  the  package,  if  bundled 
in  the  software  pricing,  is  also  included  here. 

Expenditures  for  work  performed  by  organizations  other  than  the  pack- 
age vendor  are  counted  in  the  category  of  professional  services.  Fees  for 
work  related  to  education,  consulting,  and/or  custom  modification  of 
software  products  are  counted  as  professional  services,  provided  such 
fees  are  charged  separately  from  the  price  of  the  software  product  itself. 

•  Systems  Software  Products 

Systems  software  products  enable  the  computer/communications 
system  to  perform  basic  machine-oriented  or  user  interface  functions. 
These  products  include: 

-  Systems  Control  Products  -  Software  programs  that  function  during 
application  program  execution  to  manage  computer  system 
resources  and  control  the  execution  of  the  application  program. 
These  products  include  operating  systems,  emulators,  network 
control,  library  control,  windowing,  access  control,  and  spoolers. 

-  Operations  Management  Tools  -  Software  programs  used 

by  operations  personnel  to  manage  the  computer  system  and/or 
network  resources  and  personnel  more  effectively.  Included  are 
performance  measurement,  job  accounting,  computer  operation 
scheduling,  disk  management  utilities,  and  capacity  management. 

-  Applications  Development  Tools  -  Software  programs  used  to 
prepare  appUcations  for  execution  by  assisting  in  designing, 
programming,  testing,  and  related  functions.  Included  are  traditional 
programming  languages,  4GLs,  data  dictionaries,  data  base 
management  systems,  report  writers,  project  control  systems,  CASE 
systems  and  other  development  productivity  aids.  Also  included  are 
system  utilities  (e.g.,  sorts)  which  are  direcdy  invoked  by  an 
applications  program. 

•  Applications  Software  Products 

-  Industry-Specific  Applications  Software  Products  -  Software  products 
that  perform  functions  related  to  solving  business  or  organizational 
needs  unique  to  a  specific  vertical  market  and  sold  to  that  market 
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only.  Examples  include  demand  deposit  accounting,  MRPn, 
medical  recordkeeping,  automobile  dealer  parts  inventory,  etc. 

-  Cross-Industry  Applications  Software  Products  -  Software  products 
that  perform  a  specific  function  that  is  applicable  to  a  wide  range  of 
industry  sectors.  Applications  include  payroll  and  human  resource 
systems,  accounting  systems,  word  processing  and  graphics  systems, 
spreadsheets,  etc. 

3.  Turnkey  Systems 

A  turnkey  system  is  an  integration  of  equipment  (CPU,  peripherals,  etc.), 
systems  software,  and  packaged  or  custom  application  software  into  a 
single  system  developed  to  meet  a  specific  set  of  user  requirements. 
Value  added  by  the  turnkey  system  vendor  is  primarily  in  the  software 
and  support  services  provided.  Most  CAD/CAM  systems  and  many 
small  business  systems  are  turnkey  systems.  Turnkey  systems  utilize 
standard  computers  and  do  not  include  specialized  hardware  such  as  word 
processors,  cash  registers,  process  control  systems,  or  embedded  com- 
puter systems  for  military  applications. 

Hardware  vendors  that  combine  software  with  their  own  general-purpose 
hardware  are  not  classified  by  INPUT  as  turnkey  vendors.  Their  software 
revenues  are  included  the  appropriate  software  category. 

Most  turnkey  systems  are  sold  through  channels  known  as  value-added 
resellers. 

•  Value-Added  Reseller  (VAR):  A  VAR  adds  value  to  computer 
hardware  and/or  software  and  then  resells  it  to  an  end  user.  The  major 
value  added  is  usually  application  software  for  a  vertical  or  cross- 
industry  market,  but  also  includes  many  of  the  other  components  of  a 
turnkey  systems  solution,  such  as  professional  services. 

Tumkey  systems  are  divided  into  two  categories. 

•  Industry-Specific  Systems  -  systems  that  serve  a  specific  function  for  a 
given  industry  sector,  such  as  automobile  dealer  parts  inventory, 
medical  recordkeeping,  or  discrete  manufacturing  control  systems. 

•  Cross -Industry  Systems  -  systems  that  provide  a  specific  function  that  is 
applicable  to  a  wide  range  of  industry  sectors,  such  as  financial 
planning  systems,  payroll  systems,  or  personnel  management  systems. 

4.  Processing  Services 

This  category  includes  transaction  processing,  utility  processing,  and 
other  processing  services. 
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•  Transaction  Processing:  -  Client  uses  vendor-provided  information 
systems — including  hardware,  software  and/or  data  networks — at 
vendor  site  or  customer  site,  to  process  transactions  and  update  client 
data  bases.  Transactions  may  be  entered  in  one  of  four  modes: 

-  Interactive  -  Characterized  by  the  interaction  of  the  user  with  the 
system  for  data  entry,  transaction  processing,  problem  solving  and 
report  preparation:  the  user  is  on-line  to  the  programs/files  stored  on 
the  vendor's  system. 

-  Remote  Batch  -  Where  the  user  transmits  batches  of  transaction  data 
to  the  vendor's  system,  allowing  the  vendor  to  schedule  job 
execution  according  to  overall  client  priorities  and  resource 
requirements. 

-  Distributed  Services  -  Where  users  maintain  portions  of  an 
application  data  base  and  enter  or  process  some  transaction  data  at 
their  own  site,  while  also  being  connected  through  communications 
networks  to  the  vendor's  central  systems  for  processing  other  parts  of 
the  application. 

-  Carry-in  Batch  -  Where  users  physically  deliver  work  to  a  processing 
services  vendor. 

•  Utility  Processing:  Vendor  provides  basic  software  tools  (language 
compilers,  assemblers,  DBMSs,  graphics  packages,  mathematical 
models,  scientific  library  routines,  etc.),  generic  applications  programs 
and  or  data  bases,  enabling  clients  to  develop  their  own  programs  or 
process  data  on  vendor's  system. 

•  Other  Processing  Services:  Vendor  provides  services — usually  at 
vendor  site — such  as  scanning  and  other  data  entry  services,  laser 
printing,  computer  output  microfilm  (COM),  CD  preparation  and  other 
data  output  services,  backup  and  disaster  recovery,  etc. 

5.  Systems  Operations 

Systems  operations  involves  the  operation  and  management  of  all  or  a 
significant  part  of  the  user's  information  systems  functions  under  a  long- 
term  contract.  These  services  can  be  provided  in  either  of  two  distinct 
submodes: 

•  Professional  Services:  The  vendor  provides  personnel  to  operate 
client- supplied  equipment.  Prior  to  1990,  this  was  a  submode  of  the 
I^rofessional  Services  delivery  mode. 

•  Processing  Services:  The  vendor  provides  personnel,  equipment  and 
(optionally)  faciUties.  Prior  to  1990,  this  was  a  submode  of  the  Process- 
ing Services  delivery  mode. 
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In  the  federal  government  market  the  processing  services  submode  is 
called  "COCO"  (Contractor-Owned,  Contractor-Operated),  and  the 
professional  services  mode  is  referred  to  as  "GOCO"  (Government- 
Owned,  Contractor-Operated). 

Systems  operations  vendors  now  provide  a  wide  variety  of  services  in 
support  of  existing  information  systems.  The  vendor  can  plan,  control, 
provide,  operate,  maintain  and  manage  any  or  all  components  of  the 
user's  information  systems  (equipment,  networks,  systems  and/or  appli- 
cation software),  either  at  the  client's  site  or  the  vendor's  site.  Systems 
operations  can  also  be  referred  to  as  "resource  management"  or  "facilities 
management." 

There  are  two  general  levels  of  systems  operations: 

•  Platform/ network  operations  -  where  the  vendor  operates  the  computer 
system  and/or  network  without  taking  responsibility  for  the  applications 

•  Application  operations  -  where  the  vendor  takes  responsibility  for  the 
complete  system,  including  equipment,  associated  telecommunications 
networks,  and  applications  software 

Note:  Systems  Operations  is  a  new  delivery  mode  introduced  in  the 
1990  MAP  Program.  It  was  created  by  taking  the  Systems  Opera- 
tions submode  out  of  both  Processing  Services  and  Professional 
Services.  No  other  change  has  been  made  to  the  delivery  mode 
definitions,  and  the  total  forecast  expenditures  for  these  three  deliv- 
ery modes  are  identical  to  the  total  forecast  expenditures  of  the  two 
original  modes  before  the  breakout  of  Systems  Operations. 

6.  Systems  Integration  (SI)  - 

Systems  integration  is  a  business  offering  that  provides  a  complete 
solution  to  an  information  system,  networking  or  automation  requirement 
through  the  custom  selection  and  implementation  of  a  variety  of  informa- 
tion system  products  and  services.  A  systems  integrator  is  responsible  for 
the  overall  management  of  a  systems  integration  contract  and  is  the  single 
point  of  contact  and  responsibility  to  the  buyer  for  the  delivery  of  the 
specified  system  function,  on  schedule  and  at  the  contracted  price. 

To  be  included  in  the  information  services  market,  systems  integration 
projects  must  involve  some  application  processing  component.  In  addi- 
tion, the  majority  of  cost  must  be  associated  with  information  systems 
products  and/or  services. 
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The  systems  integrator  will  perform,  or  manage  others  who  perform, 
most  or  all  of  the  following  functions: 

•  Program  management,  including  subcontractor  management   ;     -  . 

•  Needs  analysis 

•  Specification  development 

•  Conceptual  and  detailed  systems  design  and  architecture 

•  System  component  selection,  modification,  integration  and 
customization 

•  Custom  software  design  and  development 

•  Custom  hardware  design  and  development 

•  Systems  implementation,  including  testing,  conversion  and  post- 

implementation  evaluation  and  tuning 

•  Life  cycle  support,  including 

-  System  documentation  and  user  training 

-  Systems  operations  during  development 

-  Systems  maintenance  v 

•  Financing 

7.  Professional  Services 

This  category  includes  consulting,  education  and  training,  and  software 
development. 

•  Consulting:  Services  include  management  consulting  (related  to 
information  systems),  information  systems  consulting,  feasibility 
analysis  and  cost-effectiveness  studies,  and  project  management 
assistance.  Services  may  be  related  to  any  aspect  of  information 
systems,  including  equipment,  software,  networks  and  systems 
operations. 

•  Education  and  Training:  Products  and  services  related  to  information 
systems  and  services  for  the  professional  and  end  user,  including 
computer-aided  instruction,  computer-based  education,  and  vendor 
instruction  of  user  personnel  in  operations,  design,  programming,  and 
documentation. 

•  Software  Development:  Services  include  user  requirements  definition, 
systems  design,  contract  programming,  documentation  and 
implementation  of  software  performed  on  a  custom  basis.  Conversion 
and  maintenance  services  are  also  included. 
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8.  Network  Services 

Network  services  typically  include  a  wide  variety  of  network-based 
functions  and  operations.  Their  common  thread  is  that  most  of  these 
functions  could  not  be  performed  without  network  involvement.  Net- 
work services  is  divided  into  two  major  segments:  Electronic  Informa- 
tion Services,  which  involve  selling  information  to  the  user,  and  Network 
Applications,  which  involve  providing  some  form  of  enhanced  transport 
service  in  support  of  a  user's  information  processing  needs. 

•  Electronic  Information  Services 

Electronic  information  services  are  data  bases  that  provide  specific 
information  via  terminal-  or  computer-based  inquiry,  including  items 
such  as  stock  prices,  legal  precedents,  economic  indicators,  periodical 
literature,  medical  diagnosis,  airline  schedules,  automobile  valuations, 
etc.  The  terminals  used  may  be  computers  themselves,  such  as 
communications  servers  or  personal  computers.  Users  typically  inquire 
into  and  extract  information  from  the  data  bases.  Although  users  may 
load  extracted  data  into  their  own  computer  systems,  the  electronic 
information  vendor  provides  no  data  processing  or  manipulation 
capability  and  the  users  cannot  update  the  vendor's  data  bases. 

The  two  kinds  of  electronic  information  services  are: 

-  On-line  Data  Bases  -  Structured,  primarily  numerical  data  on  eco- 
nomic and  demographic  trends,  financial  instruments,  companies, 
products,  materials,  etc. 

-  News  Services  -  Unstructured,  primarily  textual  information  on 
people,  companies,  events,  etc. 

While  electronic  information  services  have  traditionally  been  delivered 
via  networks,  there  is  a  growing  trend  toward  the  use  of  CD  ROM 
optical  disks  to  support  or  supplant  on-Une  services,  and  these  optical 
disk-based  systems  are  included  in  the  definition  of  this  deUvery  mode. 

•  Network  Applications  .  ;, 

-  Value-Added  Network  Services  (VAN  Services)  -  VAN  services  are 
enhanced  transport  services  which  involve  adding  such  functions  as 
automatic  error  detection  and  correction,  protocol  conversion,  and 
store-and-forward  message  switching  to  the  provision  of  basic  net- 
work circuits. 

While  VAN  services  were  originally  provided  only  by  specialized 
VAN  carriers  (Tymnet,  Telenet,  etc.),  today  these  services  are  also 
offered  by  traditional  common  carriers  (AT&T,  Sprint,  etc.).  Mean- 
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while,  the  VAN  carriers  have  also  branched  into  the  traditional 
common  carriers'  markets  and  are  offering  unenhanced  basic  net- 
work circuits  as  well. 

input's  market  definition  covers  VAN  services  only,  but  includes 
the  VAN  revenues  of  all  types  of  carriers. 

-  Electronic  Data  Interchange  (EDI)  -  Application-to-application 
exchange  of  standardized  business  documents  between  trade  partners 
or  facilitators.  This  exchange  is  commonly  performed  using  VAN 
services.  Specialized  translation  software  is  typically  employed  to 
convert  data  from  organizations'  internal  file  formats  to  EDI  inter- 
change standards;  this  software  may  be  provided  as  part  of  the  VAN 
service,  or  may  be  resident  on  the  organization's  own  computers. 

-  Electronic  Information  Exchange  (EIE)  -  Also  known  as  Electronic 
Mail  (E-Mail),  EIE  involves  the  transmission  of  messages  across  an 
electronic  network  managed  by  a  services  vendor,  including  fac- 
simile transmission  (FAX),  voice  mail,  voice  messaging,  and  access 
to  Telex,  TWX,  and  other  messaging  services.  This  also  includes 
bulletin  board  services. 

-  Other  Network  Services  -  This  segment  contains  videotex  and  pure 
network  management  services.  Videotex  is  actually  more  a  delivery 
mode  than  an  application.  Its  prime  focus  is  on  the  individual  as  a 
consumer  or  in  business.  These  services  provide  interactive  access  to 
data  bases  and  offer  the  inquirer  the  capability  to  send  as  well  as 
receive  information  for  such  purposes  as  home  shopping,  home 
banking,  travel  reservations,  and  more. 

Network  management  services  included  here  must  involve  the 
vendor's  network  and  network  management  systems  as  well  as 
people.  People-only  services,  or  services  that  involve  the  manage- 
ment of  networks  as  part  of  the  broader  task  of  managing  a  user's 
information  processing  functions  are  included  in  Systems  Operations. 


Vendor  Revenue  and      The  size  of  the  information  services  market  may  be  viewed  from  two 
User  Expenditure  perspectives:  vendor  (producer)  revenues,  and  user  expenditures.  While 

Conversion  primary  data  for  INPUT'S  research  is  vendor  interviews,  INPUT 

defines  and  forecasts  the  information  services  market  in  terms  of  end- 
user  expenditures.  End-user  expenditures  reflect  the  markup  in  producer 
sales  when  a  product  such  as  software  is  delivered  through  indirect 
distribution  channels,  such  as  original  equipment  manufacturers  (OEMs), 
retailers  and  distributors.  The  focus  on  end-user  expenditure  also  elimi- 
nates the  double  counting  of  revenues  which  would  occur  if  sales  were 
tabulated  for  both  producer  (e.g.,  Lotus)  and  distributor  (e.g., 
BusinessLand). 
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For  most  delivery  modes,  vendor  revenues  and  user  expenditures  are 
fairly  close.  However,  there  are  some  significant  areas  of  difference. 
Many  microcomputer  software  products,  for  example,  are  marketed 
through  indirect  distribution  channels.  To  capture  the  valued  added 
through  these  indirect  distribution  channels,  adjustment  factors  which 
incorporate  industry  discount  ratios  are  used  to  convert  estimated  infor- 
mation services  vendor  revenues  to  end-user  expenditures. 

For  some  delivery  modes,  including  software  products,  systems  integra- 
tion and  turnkey  systems,  there  is  a  significant  volume  of  intra-industry 
sales.  For  example,  systems  integrators  purchase  software  and  subcon- 
tract the  services  of  other  professional  services  vendors.  And  turnkey 
vendors  incorporate  purchased  software  into  the  systems  which  they  sell 
to  end  users. 

To  account  for  such  intra-industry  transactions,  INPUT  uses  other  con- 
version ratios  to  derive  the  estimate  of  end-user  expenditures. 

The  following  table  summarizes  the  net  effect  of  the  various  ratios  used 
by  INPUT  to  convert  vendor  revenues  to  end-user  expenditure  (market 
size)  figures  for  each  delivery  mode: 

Vendor 
Revenue 

Delivery  Mode  Multiplier 

Applications  Software  Products 
Systems  Software  F*roducts 
Systems  Operations 
Systems  Integration 
Professional  Services 
Network  Services 
Processing  Services 
Turnkey  Systems 


1.  Industry  Sector  Deflnitions  (Vertical  Markets) 

INPUT  has  structured  the  information  services  market  into  16  generic 
industry  sectors,  such  as  process  manufacturing,  insurance,  transporta- 
tion, etc.  The  definitions  of  these  sectors  are  based  on  the  1987  revision 
of  the  Standard  Industrial  Classification  (SIC)  Code  system.  The  specific 
industries  (and  their  SIC  Codes)  included  under  these  generic  industry 
sectors  are  detailed  in  the  attached  table. 


1.18 
1.10 
1.00 
0.99 
0.99 
0.99 
0.99 
0.95 


Sector  Definitions  and 
Delivery  Mode 
Reporting 


MAPFS 


e  1991  by  INPUT.  Reproduction  Protiiblted. 


105 


U.S.  PROFESSIONAL  SERVICES  MARKET.  1990-1995 


INPUT 


EXHIBIT  A-2 

Industry  Sector  Definitions 


inaustry  oGCtor 

SIC 
Code 
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Fi  irniti  iro  anH  fivti  iroc 

27xx 

Printing,  publishing  and  allied  industries 

Ol  XX 

Leainer  ana  leainer  prooucis 

34xx 

Fabricated  metal  products,  except  machinery 
and  transportation  equipment 

OijAA 
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OOXX 

ciecironic  ano  oiner  eieciricai  equipmeni  anu 
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O  /  AA 

1  1  ailbpur IdllUll  cquipiiiciii 

OOaa 

lllollUlllcillo,  pi luiu/iiicu/upuodi  yuuuo, 

Oi7AA 

iViibOeMdiicuuo  iiidiiuTdLiuririg  iriuuoiry 

riuccoo  ivianuTaC/lur iny 

1  (JXX 

Meiai  mining 

1  Oyy 

1  ^AA 

V^Udl  lllllllliy 

1  OAA 

Oil  anH  nac  OYtraptinn 
\J\\  dl  lu  ydo  cAUdUUUII 

1  /lyy 

1  *tAA 

Mininn/ni  larrx/inn  nnnmptalip  minprfllQ 
iviii  III  lu/uudi  1  yii  lu  1  iwi  II 1  iddiiw  iiiiiiddio 

20xx 

Food  and  kindred  products 

21 XX 

Tobacco  products 

C—  L_  y\  y\ 

Tpytilp  mill  nrnHiirt^ 

1  UALIIO  1  1  nil  L/l  WVJLIwLO 

P4.YY 

1  iimhpr  anH  wnnH  nrnHiiPtc  PYPPnt  fiirnitiirp 

1— UlllUd  dl  lU  WUUU  |JI  UUUOlO,  OAUO[Jl  iUllilLUIt? 

^UAA 

Panpr  anH  allipH  nrr>Hiir*tc 
rd[jci  dl  lu  diiiou  |jiwuuuLo 

^oxx 

unemicais  ano  aiiieo  prooucis 

OQvY 

r  eUUmuill  icllilliiy  dilU  leldleU  lllUUolileo 

30xx 

Rubber  and  miscellaneous  plastic  products 

o<iXX 

oione,  ciay,  giass  ano  concrete  prooucis 

QO  vv 
OOaa 

rriiTidry  riicidi  iriuuoirico 

Transportation  Services 

40xx 

Railroad  transport 

41 XX 

Public  transit/transport  . 

42xx 

Motor  freight  transport/warehousing 

43xx 

U.S.  Postal  Service 

44xx 

Water  transportation 

45xx 

Air  transportation  (except  airline  reservation 
services  in  4512) 

46xx 

Pipelines,  except  natural  gas 

47xx 

Transportation  services  (except  472x, 
arrangement  of  passenger  transportation) 
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EXHIBIT  A-2  (Com.) 

Industry  Sector  Definitions 


Industry  Sector 

SIC 
Code 

Description 

Utilities 

49xx 

Electric,  gas  and  sanitary  services 

Telecommunications 

48xx 

Communications 

Retail  Distribution 

52xx 
53xx 
54xx 
55xx 
56xx 
57xx 

58xx 
59xx 

Building  materials 

General  merchandise  stores 

Food  stores 

Automotive  dealers,  gas  stations 

Apparel  and  accessory  stores 

Home  furniture,  furnishings  and  accessory 

stores 

Eating  and  drinking  places 
Miscellaneous  retail 

Wholesale  Distribution 

50xx 
51 XX 

Wholesale  trade  -  durable  goods 
Wholesale  trade  -  nondurable  goods 

Banking  and  Finance 

60xx 
61 XX 
62xx 

67xx 

Depositary  institutions 

Nondepositary  institutions 

Security  and  commodity  brokers,  dealers, 

exchanges  and  services 

Holding  and  other  investment  offices 

Insurance 

63xx 
64xx 

Insurance  carriers 

Insurance  agents,  brokers  and  services 

Health  Services 

BOxx 

Health  services 

Education 

82xx 

Educational  services 
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EXHIBIT  A-2  (Cont.) 

Industry  Sector  Definitions 


Industry  Sector 

SIC 
Code 

Description 

Business  and  Technical 
Services 

65xx 
73xx 

81 XX 
87xx 

89xx 

Real  estate 

Business  services  (except  hotel  reservation 
sen/ices  in  7389) 
Legal  services 

Engineering,  accounting,  research,  management, 
and  related  services 
Miscellaneous  services 

Federal  Government 

9xxx 

State  and  Local 
Government 

9xxx 

•-  ■ 

Miscellaneous  Industries 

01 XX 
02xx 
07xx 
08xx 
09xx 
15xx 

16xx 
17xx 

Agricultural  production  -  crops 
Agricultural  production  -  livestock/animals 
Agricultural  services 
Forestry 

Fishing,  hunting  and  trapping 

Building  construction  -  general  contractors, 

operative  builders 

Heavy  construction  -  contractors 

Construction  -  special  trade  contractors 

Personal/Consumer 
Services 

451 2x 

472x 

70xx 

72xx 

7389X 

75xx 

76xx 

78xx 

79xx 

83xx 

84xx 

86xx 
88xx 

Airline  reservation  services 

Arrangement  of  passenger  transportation 
(travel  agencies) 

Hotels,  rooming  houses,  camps,  and  other 
lodging  places 
Personal  services 

Hotel  reservation  services  « 
Automotive  repair,  services  and  parking 
Miscellaneous  repair  services 
Motion  pictures 

Amusement  and  recreation  services 

Social  services  "a 

Museums,  art  galleries,  and 

botanical/zoological  gardens 

Membership  organizations 

Private  households 
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2.  Cross-Industry  Sector  Deflnitions  (Horizontal  Markets) 

In  addition  to  these  vertical  industry  sectors,  INPUT  has  also  identified 
seven  cross-industry  or  horizontal  market  sectors.  These  sectors  or 
markets  involve  multi-industry  applications  such  as  human  resource 
systems,  accounting  systems,  etc.  In  order  to  be  included  in  an  industry 
sector,  the  service  or  product  delivered  must  be  specific  to  that  sector 
only.  If  a  service  or  product  is  used  in  more  than  one  industry  sector,  it  is 
counted  as  cross-industry.  The  seven  cross-industry  markets  are: 

•  Human  Resource  Systems  '  -  ■ 

•  Education  and  Training  '  . 

•  Office  Systems 

•  Accounting  Systems 

•  Engineering  and  Scientific  Applications 

•  Planning  and  Analysis  Systems 

•  Other  Applications  (including  telemarketing,  sales  management  and 
electronic  publishing) 

3.  Delivery  Mode  Reporting  by  Sector 

The  tables  below  show  how  market  forecasts  for  individual  deUvery 
modes  are  related  to  specific  market  sectors. 

Vertical  Market  Sectors  Only 

The  following  delivery  modes  are  reported  by  industry  sector  (vertical 
market)  only: 

Delivery  Mode  Applicable  Submodes  ^  ' 

•  Network  Services:        Network  Applications 

•  Systems  Operations:      All  .  '  .  ; 

•  Systems  Integration:  All 

•  Professional  Services:  All 

This  reporting  structure  is  intended  to  provide  expenditures  by  industry 
sector.  However,  it  is  recognized  that  many  of  the  services  provided  are 
not  necessarily  specific  or  unique  to  any  of  the  individual  sectors. 

■  \> 
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Vertical  and  Cross- Industry  Market  Sectors 

The  following  delivery  modes  are  reported  by  industry  sector  and  cross- 
industry  sector  (vertical  and  horizontal  markets):  - 

Delivery  Mode  Applicable  Submodes 

•  Processing  Services:  Transaction  Processing  ' 

•  Software  Applications 

•  Turnkey  Systems  All  *, 

All  of  these  delivery  modes  represent  specific  business  application 
solutions. 

Vertical  and  Generic  Market  Sectors 

■s 

The  following  submode  is  reported  both  by  industry  sector  (vertical 
market),  and  the  generic  market: 

Delivery  Mode  Applicable  Submodes 

•  Network  Services         Electronic  Information  Services 

While  some  electronic  information  is  industry-specific  (e.g.,  farm  crop 
reports),  much  of  it  is  relevant  to  or  may  be  used  by  any  industry  (e.g., 
data  base  services  such  as  Dialog). 

Generic  Market  Sector  Only 

The  following  delivery  modes  are  so  generic  that  they  are  not  reported  by 
industry  or  cross-industry  sector  (vertical  or  horizontal  market): 

Delivery  Mode  Applicable  Submodes 

•  Processing  Services:      Utility  Processing 

Other  Processing 

•  Software  Systems  (All) 
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Forecast  Data  Base 


A  

Forecast  Data  Base       Exhibit  B-1  presents  the  detailed  1990-1995  forecast  for  the  professional 

services  market. 


EXHIBIT  B-1 


Professional  Services 
User  Expenditure  Forecast  by  Market  Sector 

1989-1995 


Market  Sectors 

1989 
($M) 

Growth 
89-90 

(%) 

Si 

1991 
($M) 

1992 
($M) 

1993 
($M) 

1994 
($M) 

1995 
($M) 

CAGR 
90-95 

(%) 

Delivery  Mode  Total 

15,184 

10 

16,764 

18,465 

20,494 

22,976 

25,989 

29,527 

12 

Vertical-Industry  Markets 

15,184 

10 

16,764 

18,465 

20,494 

22,976 

25,989 

29,527 

12 

Discrete  Manufacturing 

3,754 

11 

4,163 

4,588 

5,094 

5,748 

6,572 

7,572 

13 

Process  Manufacturing 

1,749 

13 

1,977 

2,196 

2,462 

2,785 

3,206 

3,729 

14 

Transportation 

188 

13 

213 

241 

272 

308 

349 

395 

13 

Utilities 

221 

5 

233 

254 

281 

312 

347 

386 

11 

Telecommunications 

825 

15 

950 

1,088 

1,240 

1,429 

1,656 

1,927 

15 

Retail  Distribution 

185 

12 

207 

223 

242 

265 

294 

328 

10 

Wholesale  Distribution 

293 

12 

327 

357 

387 

423 

465 

509 

9 

Banking  and  Finance 

1,950 

5 

2,044 

2,184 

2,396 

2,671 

3,005 

3,381 

11 

Insurance 

1,268 

13 

1,434 

1,618 

1.842 

2,118 

2,444 

2,820 

14 

Medical 

229 

11 

254 

282 

315 

351 

394 

443 

12 

Education 

67 

13 

76 

86 

97 

109 

123 

139 

13 

Business  Services 

135 

12 

151 

169 

189 

212 

238 

267 

12 

Consumer  Sen/ices 

125 

7 

133 

142 

152 

164 

177 

192 

8 

Federal  Government 

2,031 

5 

2,136 

2,221 

2,308 

2,402 

2,512 

2,629 

4 

State  and  Local 

2,074 

14 

2,362 

2,700 

3,088 

3,532 

4,041 

4,625 

14 

Government 

Miscellaneous  Industries 

90 

15 

104 

116 

130 

146 

164 

185 

12 

Numbers  may  not  add  due  to  rounding. 
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B 

Forecast  Exhibit  B-2  presents  the  forecast  reconciliation  for  the  professional 

Reconciliation  services  market. 

INPUT  redefined  the  professional  services  delivery  mode  in  1990  by 
removing  the  systems  operations  submode  and  placing  it  at  the  top 
(delivery  mode)  level  in  combination  with  the  former  systems  operations 
submode  from  processing  services.  The  reconciliation  that  is  presented 
in  Exhibit  B-2  shows  market  numbers  after  this  reassignment  of  systems 
operations  revenue.  The  reconciliation  is  by  vertical  industry  sector. 

INPUT'S  final  sizing  of  the  1989  market  is  $15.2  billion,  or  5%  less  than 
the  1989  forecast.  The  reductions  are  primarily  in  the  following  industry 
sectors: 

•  Utilities  -  This  reduction  of  $224  million  is  primarily  due  to  the  redefi- 
nition of  projects  in  the  energy  management  area  to  the  systems  inte- 
gration delivery  mode.  These  projects  are  large,  multiyear  projects  and 
fully  meet  the  definition  of  systems  integration. 

•  Retail  distribution  -  This  reduction  is  a  combination  of  realignment  to 
systems  integration  and  a  true  reduction  in  the  growth  of  the  market 
due  to  the  impacts  of  the  economic  slowdown  on  the  retail  sector. 

•  Federal  government  -  The  reduction  of  $368  million  is  a  direct  result  of 
a  reduction  in  professional  services  activity  by  federal  agencies. 

•  Miscellaneous  Industries  -  The  reduction  is  a  result  of  the  creation  of 
the  consumer  services  industry  sector,  which  is  new  for  1990. 

The  differences  for  1994  are  a  combination  of  the  reassessment  of  the 
1989  market  size  (5%  smaller)  and  the  lower  growth  rates  (11%  CAGR 
versus  14%  CAGR).  The  result  is  that  the  professional  services  sector  is 
projected  to  be  17%  smaller  in  1994  than  INPUT  projected  one  year  ago. 
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EXHIBIT  B-2 


1990  MAP  Data  Base  Reconciliation 
Professional  Services  Market 


Delivery  Modes 

1 989  Market 

1994  Market 

89-94 
CAGR 
per  data 
89  rpt 

(%) 

89-94 
CAGR 
per  data 
90  rpt 

(%) 

1989 
Report 
(Fcst) 
($M) 

1990 
Report 
(Actual) 

($M) 

Variance  from 
1 989  Report 

1989 
Report 
(Fcst) 
($M) 

1990 
Report 
(Fcst) 
($M) 

Variance  from 
1 989  Report 

(/o) 

Total  Professional 
Services  Market 

15,953 

15,184 

-769 

-5 

31,182 

25,989 

-5,193 

-17 

14 

11 

Discrete  Manufacturing 

3,754 

3,754 

0 

0 

7,755 

6,572 

-1,182 

-15 

16 

12 

Process  Manufacturing 

1,749 

1,749 

0 

0 

3,882 

3,206 

-676 

-17 

17 

13 

Transportation 

185 

188 

3 

2 

347 

349 

3 

1 

13 

13 

Utilities 

445 

221 

-224 

-50 

823 

347 

-476 

-58 

13 

9 

Telecommunications 

800 

825 

25 

3 

1,688 

1,656 

-32 

-2 

16 

15 

Retail  Distribution 

213 

185 

-28 

-13 

428 

294 

-134 

-31 

15 

10 

Wholesale  Distribution 

313 

293 

-20 

-6 

578 

465 

-113 

-19 

13 

10 

Banking  and  Finance 

2,015 

1,950 

-65 

-3 

4,829 

3,005 

-1,824 

-38 

19 

9 

Insurance 

1,268 

1,268 

0 

0 

2,449 

2,444 

-5 

0 

14 

14 

Medical 

229 

229 

0 

0 

398 

394 

-3 

-1 

12 

11 

Education 

56 

67 

11 

20 

124 

123 

-1 

-1 

17 

2 

Business  Services 

135 

135 

0 

0 

237 

238 

1 

0 

12 

12 

Consumer  Services 

125 

125 

177 

177 

7 

Federal  Government 

2,399 

2,031 

-368 

-15 

3,093 

2,512 

-581 

-19 

5 

4 

State  and  Local 

2,074 

2,074 

0 

0 

3,992 

4,041 

48 

1 

14 

14 

Government 

Miscellaneous  Industries 

319 

90 

-229 

-72 

560 

164 

-396 

-71 

12 

13 
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